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SIMPLE CONTRACTS 

We now pass from Formal Contracts, which obtain their binding force 
from their form alone, to Simple Contracts (also referred to as parol 
contracts), which depend for their validity on the presence of consideration. 

Consideration may be defined as: 

(a) a present act, forbearance or sufferance ; 

(b) a promise to do, forbear or suffer by the promisee in respect of the 
promise of the other party (the promisor). It may or may not 
confer an actual benefit on the promisor. It is sufficient if it is” 
given in respect of the promise. 

Rules as to Consideration 

1. Consideration is essential to the validity of every simple contract. 

2. The consideration must be in respect of the promise of the other 
party. 

Thus where A is indebted to B, and A gives a security (such as a 
promissory note) to B to secure the debt, the question may arise, in the 
absence of any express agreement, as to whether the security is given in 
fespect of a promise to give time for the payment of the debt. It is clear 
that the mere existence of the debt will not carry that implication. On the 
other hand the law may readily imply a tacit contract to forbear from 
suing for a reasonable time if the circumstances warrant it. 

3. The court is not concerned as to whether the consideration is 
adequate, provided it has some value in the eye of the law. The con- 
sideration may be of no apparent benefit to the promisor or anyone else. 
It may be merely a detriment to the promisee. Thus where the considera- 
tion for a certain promise was the surrender of a document supposed to be 
a guarantee which turned out to be unenforceable, the worthlessness of the 
document surrendered was held to be no defence to an action on the 
promise. The consideration was the surrender of something the promisee 
may have kept, and the promisor by means of the promise obtained what 
he desired. It was not for him afterwards to say that what he got was 
worthless. The adequacy of the consideration is for the parties to consider 
when they make the agreement. But where a purported consideration has 
No value in the eye of the law it will not be sufficient. Thus forbearance to 
Sue in relation to a liability which neither existed nor could be reasonably 
Supposed by the parties to exist, could not form a consideration for a 
promise. Compare also the case where one party undertook to print and 
publish a book for the other party who agreed to pay all the cost. It was 
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held that there was no consideration to support the promise to print and 
publish the book. 

4. The consideration must move from the promisee, or, to put the matter 
another way, a person from whom the consideration does not move cannot 
be considered the promisee, and therefore cannot acquire rights under the 
contract. He may indirectly be benefited if the contract is carried out, but 
it is the real promisee, the person who gives the consideration, who has 
the right to enforce the contract, not a stranger to the consideration. The 
only parties to the contract are the promisor who makes the promise and 
the promisee who gives the consideration. Third parties may obtain 
benefits, but they cannot obtain rights under the contract. Thus where 
two persons make a contract in which one of them promises to confer 
benefits upon a third party, the third party cannot sue upon the contract. 

5. The consideration must not be an impossible consideration, i.e., it 
must not be so absurd according to the state of knowledge of the day that 
the parties could not be supposed to have contracted. Thus a promise to 
go to England in a day could not, at least for the present, be a real 
consideration. 

6. The nature of the consideration must be definite, not vague and 
unsubstantial. Thus a promise by a son to his father to cease complaining 
that he had not enjoyed as many advantages as his brothers could scarcely 
be a consideration for the release by the father of a debt owed to him by 
the son, and so it was held by the court in such a case. 

7. The consideration must amount to more than the promisee is already 
bound to do or refrain from doing whether— 

(a) as a public duty, e.g., to appear at court when he has been sum- 

moned as a witness; or 

(b) under an existing contract with the promisor. 

An important illustration of the principle in respect of an existing contract 
is the rule that the payment by a debtor of an amount less than the amount 
due cannot support a promise by the creditor to release the whole debt; 
there is no consideration for the promise te forgo the residue. However, 
the arrangement or composition by a debtor with a number of his creditors 
was binding at Common Law. Such arrangements and compositions are 
now governed by the Provisions of the Commonwealth Bankruptcy Act. 

8. The consideration must not be illegal. This matter will be more fully 
dealt with when we deal with illegality generally. 

9. Consideration may be a present or future consideration, but, subject 
to certain exceptions noted below, a past consideration is no consideration 
at all. 


Present, Future and Past Consideration 

Present (or Executed) Consideration: Examples of this kind of con- 
sideration are furnished under the heading Kinds of Offer, earlier in these 
notes. Attention is drawn to the first kind—an offer of a promise for an 
act—and the third kind, an offer of an act for a promise. In both these 
cases the act is the consideration for the promise. It will be seen that 
in these cases one party’s duties under the contract aré completed or 
“executed” when the contract comes into existence and this furnishes the 
consideration for the outstanding liability, the promise, of the other party. 

Future (or Executory) Consideration: See the Second Kind of Offer— 
an offer of a promise for a promise. In this case each promise is an 
executory consideration for the other. 

Past Consideration: As stated above, this is, in general, not sufficient 
to support a simple contract. It is no consideration at all. A past con- 
sideration may be illustrated as follows: A, while B is away, and without 
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his knowledge or acquiescence, paints B’s garage. On his return B says, 
“As you have been good enough to paint my garage, I will pay you £1 for 
your trouble.” B’s promise is gratuitous. The past consideration cannot 
support the subsequent promise to form a binding promise to pay. 

Mention should be made to one apparent and two real exceptions to 

the rule that a part consideration will not support a simple contract. They 
are as follows: 

(a) It is sometimes said that a part consideration will support a 
subsequent promise, if the consideration was given at the request of 
the promisor, but the cases generally cited in support of this proposi- 
tion are merely an illustration of a valid contract with a subsequent 
adjustment of the terms. Thus if A requests B to paint his garage 
and B does so, then the law will imply a promise by A to pay Ba 
reasonable sum. This is then a valid contract. Now if after the 
job is done A says to B, “You have done a good job; I will pay 
you £10 for your trouble,” this may be taken as an assessment of a 
reasonable sum and A is bound, the promise of payment being linked 
to the original request. 

A subsequent promise to pay a past debt where the action on the 
debt is barred by the Statute of Limitations. This would appear to 
be a real exception. 

The consideration for a Bill of Exchange may be an antecedent debt 
or liability. This is a statutory exception taken over from the Law 
Merchant (Bills of Exchange Act). 


ConTRACTS REQUIRED TO BE IN WRITING 

Apart from certain Statutory provisions now to be referred to, simple 
contracts need not be in writing. The Statutory provisions are of two 
kinds— 

(a) Those which make writing necessary to the validity of certain 

contracts. 

(b) Those which do not affect the validity of the contracts concerned 
but merely require certain written evidence of those contracts to 
make them enforceable in the courts. 

The Statutes make the former sort void but the latter sort unenforceable, 

if not in compliance with the relevant statute. 

In the next section, we shall deal with the latter kind, i.e., those contracts 
required to be evidenced in writing. In this section we shall deal with the 
former kind, i.e., those which require writing for their validity, or, in other 
words, which if not in writing are void and of no effect. Examples of such 
contracts are as follows: 

1. Bills of exchange, cheques and promissory notes (Commonwealth 

Bills of Exchange Act). 
2. Assignment of copyright (Commonwealth Copyright Act). 
3. Contracts of marine insurance (Commonwealth Marine Insurance 
Act). 
4. Certain contracts for the employment of seamen (Commonwealth 
Navigation Act). 
The transfer of shares in a company registered under the various 
Companies Acts (all States except Tasmania and Western Aus- 
tralia). 
An acknowledgment of a debt barred by the Statutes of Limitations. 
(See later in these notes, “Lapse of Time.”) 
An agreement to submit a matter to arbitration is ordinarily valid if 
by parol, but the provisions of the Arbitration Acts of the various 
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States only apply to submissions in writing. In this sense a valid 
submission under the various Acts must be in writing. 
The above list is not exhaustive. There are other contracts of various 
kinds required to be in writing by the legislation in the various States, e.g,, 
Common Carriers Acts, Estate Agents Acts, etc. 


CoNTRACTS REQUIRED TO BE EVIDENCED IN WRITING 


(1) Statute of Frauds. 

(2) Sale of Goods Act. 

The English Statute of Frauds, 1677, was part of the inherited law of 
the Australian colonies. In some States it is still in force; in the others 
it has been repealed and re-enacted in State legislation. The various States 
have also enacted legislation on the Sale of Goods similar to English legis- 
lation (the English Sale of Goods Act, 1893). 

(1) The Statute of Frauds. The relevant provisions (S. 4 of the Eng- 
lish Statute) provide that no action shall be brought in certain cases unless 
the agreement or some memorandum of note thereof is in writing, signed 
by the party to be charged or by some person authorised by him for that 
purpose. The types of contracts covered by this provision are as follows: 

(a) A promise by an executor or administrator to satisfy a liability of 
the deceased out of his own estate. Generally the liability of an 
executor or administrator is limited by the assets of the deceased; 
he is not bound to pay anything out of his own pocket. If, however, 
he contracts to meet any liability arising out of the administration 
of the estate out of his own pocket, then the contract—the promise 
and the consideration for it—must be in writing or evidenced in 
writing, otherwise it is not enforceable against him. 

(b) Contracts of Guarantee or Suretyship. It is important to bear in 
mind the distinction between a guarantee (or suretyship) and an 
indemnity. A contract of indemnity is not within the Statute and 
need not be in writing. The distinction is, therefore, of great 
practical importance. A guarantee may be defined as a promise 
made by one person (the guarantor or surety) to another (the 
creditor) that should a third person (the principal debtor) fail to 
discharge his liability (actual or prospectivé) to the creditor, he, the 
guarantor, will do so. An Indemnity, on the other hand, is a con- 
tract to insure the party indemnified against loss. Thus if A says 
to B, “Let C have these goods; I will pay you (or I will see you 
paid).” This is a contract of indemnity, but if A says, “Let C have 
these goods. If he does not pay, I will,” this is a guarantee. The 
test is: there must be three parties. If the so-called guarantor makes 
himself primarily liable, independently of whether a third person 
makes default or not, then the contract is not a guarantee but an 
indemnity. 

(c) Agreements made in consideration of marriage. This does not refer 
to a promise to marry but a promise (e.g., to pay money or settle 
property) in consideration, or conditional upon, a marriage taking 
place. 

Agreements not to be performed within the space of one year from 

the making thereof. Note the following rules: 

Firstly as to termination, i.e., as to contracts which may be 
terminated within the year— 

(i) If the contract is for an indefinite time but can be determined 
by either party at will or by reasonable notice within the 
year, the contract is not within the Statute—for example, 

contract granting exclusive selling agency for, say, certaif 
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refrigerators, within a certain territory, terminable at will by 
either party. 

On the other hand, if the contract is for a definite time 
extending beyond a year, then it is within the Statute even 
though the contract may be determined by notice within the 
year—for example, a contract of employment for two years 
or for one year commencing at a date later than the date of 
the contract even though terminable by notice by either party 
at will. 

Secondly as to performance within the year— 

The test is whether, within the contemplation of the parties, the 
agreement can be performed within the year, not whether the 
agreement is actually performed within a year. 

Thirdly it should be noticed that where goods have been sold and 
actually delivered or services actually rendered under a contract 
unenforceable by virtue of the Statute, a claim can be brought 
under an implied promise to pay for them. Such an action is not 
based on the expressed contract but on what is termed an implied 
or quasi contract. This implied contract is not a true contract. 
Quasi contracts will be more fully dealt with later. 

(e) Contracts for the sale of or other disposition of land or any interest 

in land. 

(2) The Sale of Goods Act (“Goods Act” in Victoria). The relevant 
provisions of the Acts apply to contracts for the sale of goods of the value 
of £10 and upwards. 

Such contracts are unenforceable unless— 

(i) the buyer accepts part of the goods sold and actually receives 
them; or 

(ii) the buyer gives something in earnest or part payment to bind 
the contract; or 

(iii) there be some note or memorandum in writing signed by the 
party charged or his agent. 

The whole subject of contracts relating to the sale of goods will be dealt 
with more fully later. 


. 


The Memorandum Required 


With one exception (see below) the form of writing required is the 
same in relation to both the Statute of Frauds and the Sales of Goods Act. 
The requirements are as follows: 

1. The parties must be named or described as to be identified with ease 
and certainty. Thus if property is sold by an agent who signs a memoran- 
dum stated to be on behalf of the “owner,” evidence may be brought to 
identify the owner of the property, but not if the memorandum is stated 
to be on behalf of “my client.” 

2. The subject matter must be described as to be identified with ease 
and certainty. 

3. The consideration must be apparent. This is not required in the 
case ol— 

(a) Guarantees. 

(b) Where, in the case of a sale of goods, no price is agreed upon. In 

this case, the purchaser is bound to pay a reasonable price. 

4. The memorandum must be signed by the party charged or by some 
person authorised by him for that purpose. 

_q he memorandum may be made at any time before action on the contract 
scommenced. The writing is not necessary to the existence of the con- 
tract. It only affects its enforceability in the courts. Thus the memoran- 
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dum need not even be intended to be a record of the contract but may be 
made for an entirely different purpose. Any writing embodying the terms 
of the contract and signed by the person to be charged is sufficient—for 
example, a letter to a third person, an offer by one person in writing acted 
upon by the other, or, in certain circumstances, a resolution in a minute 
book of a company. It may consist of various letters or papers as long as 
they are connected and the connection appears from the papers themselves, 
The Statutes require, however, that the terms and all the terms of the 
contract shouldsbe included in the writing. 





The Nature of Depreciation 
By A. A. FITZGERALD, B.COM., F.I.C.A. 


An eminent English accountant once defined Depreciation as “Accrued 
Renewals.” A common definition of Depreciation in American accounting 
circles is “Expired Capital Outlay.” Between these two definitions there 
is a world of difference, in fact the whole divergence between two schools 
of thought on one of the most controversial of accounting problems con- 
sists of the difference in outlook implicit in the two definitions. 

The definition of Depreciation as “Accrued Renewals” implies that 
an asset exists which is being slowly but surely used up, and that even- 
tually the necessity will arise for renewing the asset, if the business is to 
continue operations. That necessity for renewal may be said to be accruing 
from day to day, and accordingly there must be a periodical setting aside 
of funds in such a way that, when the necessity for renewal occurs, funds 
will be available to meet the expenditure, without throwing too great a 
strain on the revenue of the period in which the renewal occurs. 

It will be gvident that this theory contemplates the following :— 

1. During the lifetime of an asset funds should be accumulated to pro- 
vide for the replacement of the asset when it is of no further use to 
the business. 

2. The total funds to be so accumulated should amount to the cost of 
renewal, irrespective of the original cost of the replaced asset. 

The charging of periodical amounts against Profit and Loss account— 
such amounts being credited to a Provision for Depreciation Account— 
seeks to ensure the accumulation of the necessary funds, whilst at the same 
time avoiding the charging of the whole cost of renewing against the 
profits of any one period. The automatic accumulation of the requisite 
funds is not, however—for reasons which will be discussed in a subsequent 
note—assured by any method of charging depreciation. It is rather a 
problem of financial planning than of bookkeeping method. The second 
objective—that of spreading the cost of renewal equitably over the various 
periods during which the asset is in use—is met more or less successfully, 
according to the particular method by which the periodical depreciation 
charge is calculated. The methods available will also be deferred for later 
consideration. The main purpose of this note is to examine the funda- 
mental difference in outlook between the two schools of thought as to the 
nature of depreciation. 

Against the “Accrued Renewals” theory, it may be urged :— 

1. An asset may never be renewed. The business may cease operations, 
and even if it continues, it is likely, under modern conditions, that 
when the asset has outlived its usefulness it will be replaced by a 
larger and improved asset—possibly a machine of an entirely dif- 
ferent type. 

The real purpose of depreciation is to ensure that, when an asset 
in which capital has been invested is scrapped, the original capital so 
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invested should remain intact, to be used either for further capital 
investment by the business or for return to the proprietors. That 
being so, the amount to be provided by means of depreciation charges 
is the original cost of the replaced asset (less, of course, anything 
realized for its sale when scrapped) and not the cost of the new 
asset. 
The “Expired Capital Outlay” view of Depreciation is not subject to these 
objections. Under this view, al! expenditure by a business—whether it 
consists of expenditure for the purchase of land, buildings, machinery, 
materials, services or money—is looked upon as expenditure incurred with 
a view to earning revenue for the business. As the asset—of whatever 
description—thus acquired is used up in the process of earning revenue, 
the cost of acquisition must be set off against the revenue earned, in order 
to determine whether a profit or loss has resulted. The true distinction 
between Fixed Assets and other assets is thus seen to be that, whilst both 
classes are used up in the production of revenue, the Fixed Assets are 
used up much more slowly than other assets, such as material. Conse- 
quently, their writing-off, or charging against revenue, is spread over a 
much longer interval. The logic of the theory may be illustrated by draw- 
ing an analogy between (a) expenditure on the purchase of a machine, 
(b) expenditure on the purchase of raw materials, and (c) expenditure 
on insurance of machines and materials against fire. As each expenditure 
is made, an asset is acquired, with which revenue is earned—or, in the 
instance of insurance—a possible loss is averted. 

We may assume that the raw materials purchased are all used up in the 
course of a year, the insurance premiums cover a period of one year, and 
the machine has a useful service life of ten years. At the end of ten years, 
the whole cost of the machine, as well as the cost of ten years’ purchase 
of materials, ten years’ insurance premiums, and all other expenses and 
costs for the ten years have gone into the production of the revenue earned 
in that period. So that, during the period of ten years—the effective 
service life of the machine—the original cost of the machine should be 
written off by charging it against revenue. As no one would be content 
to wait ten years for a statement of profits earned, means must be devised 
of writing off, by charges against revenue, an appropriate portion of the 
original cost during each period for which*statements of profits are pre- 
pared. 

Raw materials are written off as they are used, i.e., in the assumptions 
we have made, within the period of one year, insurance premiums must 
be similarly dealt with within the period during which benefit from such 
expenditure is derived, and the machine must be written off during the 
period over which it is useful to the business. The only difference between 
these three assets is, therefore, that the “Fixed” asset is used up much 
more slowly than the other assets. “Relatively Fixed” Asset would be a 
more exact term. Thus, at any given moment, the amount standing in 
the accounts as the value of a Fixed Asset should represent the proportion 
of the original expenditure on that asset which has not been used up, just 
as the balance standing in an Insurance Prepayments account should 
represent the proportion of insurance premiums paid, the benefit of which 
has not yet been received. The close analogy between the Fixed Asset 
Account and the Prepayments Account would be more clearly seen if 
they were styled respectively “Unexpired Capital Outlay” and “Unexpired 
Insurance Premiums.” 

A later note in this section will deal with the problem of apportioning 
the total amount of Capital outlay to be written off over the various 
accounting periods during which the assets acquired are used; in other 
words, with various methods of calculating and providing for depreciation. 
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The Auditing Outlook 
By “BEE” 


Examiners repeatedly report that many candidates fail in Auditing 
examinations because they approach the answering of auditing problems 
from a bookkeeping angle. The study and practice of bookkeeping is 
closely related to that of auditing, but the two subjects require an entirely 
different outlook: In practice it is very difficult to write up a set of books 
and audit them at the same time. 

Bookkeeping is the telling or setting out of the story of what has hap- 


pened. 
Auditing is ensuring that the story is in accord with the facts. 


Knowledge Required 
A satisfactory paper cannot be submitted in an Auditing examination 
by a candidate unless he has a clear understanding of— 
(a) Double entry accounting. 
(b) Business practice. 
(c) The function of the documents and records from which accounts 
and balance sheets are prepared in different classes of businesses. 


(d) Verification and the auditing outlook. 


Double Entry Accounting 

In answering a question which involves a system of accounts it is often 
helpful to make a rough plan or chart of the accounts and records kept, 
noting the main classes of entries or information contained in each and by 
lines and arrows showing where the information in each record originates. 
A chart of this nature aids very considerably an overall assessment of the 
effectiveness of the audit procedure. 


Business Practice and Records 

Students think they can learn auditing solely by memorising principles 
and procedure from text books, but the application of these principles and 
procedures in particular circumstances can be done only by having an 
appreciation of general commercial practice and the practical nature, place 
and use of the originating dockets and later records used. The study of 
the various forms of invoices and bills, such as light dockets and cash 
register dockets obtained from personal purchases or in the office, is often 
of advantage. The student with little bookkeeper’s experience can use 
them as a point of contact from which to work out the books and records, 
internal check and auditing procedure likely to operate in the business from 
which they have been received. 


Verification 

This means more than merely ticking the entries in the books. It 

involves— 

(a) Book checking—checking the figures in the books with the records 
from which compiled. 

(b) The obtaining of confirmatory evidence—obtaining as far as prac- 
ticable the confirmation of the position as shown from some source 
not capable of being manipulated by the members and employees 
of the firm. 

(c) Testing of the position shown—testing by means of comparisons 
and the use of ratios to indicate possible errors or necessity for 
enquiry. 
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Auditing Outlook 

The auditor’s task is to satisfy himself by investigation and enquiry that 
the Balance Sheet and related Revenue Account summarises correctly the 
financial position at a certain date, and related revenue transactions, of an 
enterprise. An auditor views the statement of assets and liabilities and 
profit in the following manner and plans his audit procedure accordingly : 


- AupiTor’s View oF A BALANCE SHEET 
Liabilities Assets 
(a) Full extent of the liabilities (a) Not merely a book entry but 
shown. actually in existence. 
(b) Correctly designated. Correctly designated. 
(c) Correctly grouped under— Valued correctly. 


Current, Not pledged, etc., Hire Pur- 
Long Term, chase balances shown as a 
etc. deduction. 


Correctly grouped under— 


Current, 
Fixed, 
Intangibles. 


ProFIT AND Loss AccouNnT 


All expenditure brought in and All income included and desig- 
designated correctly. nated correctly. 


Abnormal items or large non- No capital receipts classed as in- 
recurring expense set out. come. 


Directors’ fees and special salaries 
shown. 


Operating profit disclosed. 





Audit Procedure 


The transactions making up each item in the Balance Sheet are sum- 
marised in a convenient form in the Ledger Account, and it serves as the 
natural and convenient base for controlling the plan of verification and its 
application. The audit proceeds from the Ledger Account to the subsidiary 
books, and not the reverse. The routine verification of the entries in the 
subsidiary books is usually completed before the Ledger entries are checked 
back to the subsidiary books. Total Accounts should be used as far as 
possible. Trading and Profit and Loss Account serve as total accounts for 
expenses, etc. Working from these total accounts causes less confusion in 
identifying entries verified. This is particularly so with a first audit. 


Conclusion 

In answering auditing questions, it is important to understand what is 
wanted. Read the question through and then take it to pieces, underlining 
each fact asked for, then give the facts asked for, and those only. 

Auditing is a practical subject and the examiner looks for a practical 
approach. Too many students approach the paper as a series of quizzes, 
each of which requires an exact answer, and with the idea that there is a 
catch somewhere to trip the unwary. 

The examiner tries to create a practical situation and expects the candi- 
date to approach the problem in this light. 

How you tackle the problem may be as important as what you say in 
your answer. 
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Taxation Section 
Edited by J. A. L. GuNN, F.1.c.A. 


SALE OF BUSINESSES CONDUCTED ON PREMISES OcCUPIED UNDER 
WEEKLY TENANCIES 


One of the strangest of the post-war phenomena is the sale at fantastic 
prices of the “goodwill” of retail businesses conducted on premises occupied 
by the vendors under weekly tenancies. I say “fantastic” because the sum 
paid “for the key” is often many times the goodwill value based on any 
recognised method of calculation and because the sum is paid on the 
assumption that the purchaser will receive no deduction in his income tax 
assessments in respect of the amount paid for the “goodwill.” 

This phenomenon has called for a re-examination of Division 4 of Part 
III of the Commonwealth Income Tax Assessment Act in order to deter- 
mine, in the case of the transfer of a business conducted on premises 
occupied under a weekly tenancy, whether, in respect of any premium paid 
_ by the purehaser— 

(a) the vendor is assessable ; and 
(b) the purchaser is entitled to any deduction. 


Dealing with (b) first, the Board of Review has held (not yet reported) 
that s.88 is inapplicable to any lease (such as a tenancy at will or from 
year to year) not granted for a term which is definitely calculable in the 
relevant year of income. In this view, the answer to (b) is “no.” 

With regard to the vendor of the business, it should be said at the 
outset that, where he carries on a business of trafficking in businesses, the 
proceeds are assessable income from personal exertion (s.6). An example 
is to be found in 10 C.T.B.R. Cas. 120. Moreover, he is taxable under 
s.26 (a) in respect of an isolated transaction if the business sold was 
acquired by him for the purpose of profit-making by sale. 

Assuming the vendor of a business conducted on premises occupied under 
a weekly tenancy is not assessable under s.6 or s.26 (a), is a premium 
received by him caught under Division 4? The Board of Review stated in 
its decision under s. 88 that, although a purchaser was not entitled to the 
sinking fund deduction under that section, that was not to say that Division 
4 as a whole was inapplicable to tenancies of indefinite duration. 

Section 83 defines “premium” as meaning, inter alia, any consideration 
payable to any person for or in connection with the assignment or surrender 
of a lease, or for or in connection with any goodwill or licence attached to 
or connected with land a lease of which is assigned or surrendered. 

There is abundant authority for the statement that a tenancy at will or 
a weekly or other tenancy of indefinite duration is properly called at law 
a “lease.” 

It is clear from the language of the Statute of Frauds that a lease may 
be made without any document simply by word of mouth. And see per 
Chitty, J., in Re Negus [1895] 1 Ch. 73, at pp. 78-79. In Landale v. 
Menzies (1909) 9 C.L.R., at pp. 100-101, Griffith, C.J., said: “A contract 
for the exclusive occupation of land for a determinate period however short 
(the italics are the writer’s) constitutes a lease (R. v. Morrish, 32 L.J.M.C. 
245). <A period determinable at the will of either party is such a period. 
In such a case the lease is called a lease at will. And, in one sense, and 
perhaps in strictness, every lease which is not for a term certain is a lease at 
will, although of late years the phrase is ordinarily used to describe a 
tenure under which the lessor may determine the lease instanter.” The 
point of importance is that a tenancy at will cannot be assigned. In 
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Landale v. Menzies it was indicated but not expressly decided that periodic 
tenancies such as tenancies from year to year or from week to week were 
technically tenancies at will. However, in Commonwealth (Amalgamated) 
Assurances Ltd. v. Anderson (1946), 62 W.N. 240, the New South Wales 
Full Court has decided that periodic tenancies such as a tenancy from week 
to week are not tenancies at will and are therefore assignable. 

Whilst a weekly or other form of periodic tenancy is for all general 
purposes a “lease,” the question arises—is a tenancy of indefinite duration 
a “lease” within the meaning of Division 4? The profit on the sale of the 
goodwill of a business does not represent income in ordinary parlance and 
is not assessable unless it can be brought within the specific terms of that 
Division. A perusal of the sections contained in Division 4 reveals that it 
is based on the assumption that the lease has a definite term. Premiums 
are taxable under s. 86 at a concessional rate calculated with reference to 
the term of the lease. The value of assessable improvements under s. 87 is 
spread over a definite period. The sinking fund deduction to a lessee 
provided by s.88 is based on the unexpired period of the lease. It is 
considered, therefore, that, with every respect to the Board of Review, 
Division 4 as a whole is inapplicable to tenancies of uncertain duration. 

If, however, this opinion is wrong, and Division 4 applies to weekly 
tenancies, the vendor of a business is assessable in respect of any sum 
received by him for the goodwill thereof, to the extent to which the goodwill 
is local and not personal. The position is clear where there is an assign- 
ment of a weekly tenancy. In some instances, however, there is no 
assignment but a new tenancy is arranged between the lessor and the 
purchaser. There is a surrender by operation of law where a lessee assents 
to his landlord granting a new lease before the expiration of his term to a 
stranger, as there cannot be two concurrent leases of the same premises 
(Lyon v. Reed, 13 M. and W. 285). Thus, the vendor surrenders his 
lease, but the consideration is payable not by the lessor but by the new 
lessee. Is the consideration,in these circumstances, assessable? The answer 
appears to be contained in the following recent decision of the Board of 
Review : 

The taxpayer had been carrying on business for many years in leasehold 
premises. His lease was due to expire on 31st December, 1941, and early 
in that year he was informed that thfe would be no further renewal as it 
was intended to lease the premises to a large company. The taxpayer 
vacated the premises in March, 1941, having agreed to accept £200 from 
the prospective tenant as compensation. This amount was attributed by 
him to the expenses he incurred in removing to new premises, but he gave 
areceipt in which the amount was described as “consideration for surrender 
of the helance of lease.’ //ce/d on the facts, that the amount of £200 was 
paid to him because he agreed to vacate the premises nine months before 
expiry of his lease, and was therefore properly included in his assessable 
income as a “premium’”’—s. 83. 


TAXATION DECISIONS OF THE BoarRD OF REVIEW 

The following are summaries of recent decisions given by the Taxation 
Board of Review. Except where otherwise indicated the sections quoted 
are those of the Income Tax Assessment Act. 

Timber on Grazing Land: Certain land was acquired by the taxpayer 
for grazing purposes at a cost of £2,348, of which £200 was (for land tax 
purposes) attributed to the value of the growing timber thereon. In 
respect of a grant by him of the right to cut the timber he received royalties 
which were included in his assessable income. He claimed a deduction of 
£200 for what he considered to be the cost of the timber. Held that the 
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deduction was not allowable under s. 51 (1) because the £200 was part of 
the price of a capital asset. Neither was it allowable under s. 69, because 
the latter section applies only where timber standing on land is felled for 
sale by the person who acquires the land for that purpose. 

Building Society “Bonus”: The funds of a building society consisted 
of share subscriptions from its members and moneys borrowed on over- 
draft, etc. These funds were utilised in granting (1) interest-free loans 
to members successful in ballots and (2) interest-bearing loans to other 
members. The shares were of £260 each, payable by subscriptions of 5s, 
per week for 20 years. At the end of three years, provided all subscriptions 
had been paid, every share acquired a surrender value. At that stage it was 
only 50 per cent. of the payments made, but increased gradually until at the 
end of 15 years the surrender value was equal to the amount of the sub- 
scriptions (£195). If, however, subscriptions were paid in full and the 
member surrendered his share at the end of 20 years, he received £300, 
The additional £40 was described as a “bonus.” During the year ended 
June 30, 1943, the society paid £800 as “bonuses” and refunded to members 
the full amount of their subscriptions in respect of fully-paid shares. The 
amount of £800 was claimed as a deduction from its assessable income 
which consisted almost entirely of interest. The Commissioner treated the 
item of £800 as an outgoing of capital. Held that the amount of £800 was 
not an outgoing of a capital nature; that it represented payments made to 
members who had allowed the society the use of their money for 20 years; 
and that it was an allowable deduction under s. 51 (1). 

Value of Board: In the assessment of taxpayer’s income for the year 
ended June 30, 1943, £52 was included as the value of board and £13 as 
the value of quarters provided for him by his employer. He objected on 
the ground that, as only £39 was allowed to the employer for the cost of 
food provided by him for the taxpayer, only £39 should be assessed as the 
value of the taxpayer’s board. The taxpayer did not try to show that the 
value to him of his board was less than £52 for the year under review. In 
holding that the claim had not been established, the Board pointed out that 
the value of a meal is usually, and indeed necessarily, greater than the cost 
of the food as such, when the labour and expense of preparation and the 
value of the service are taken into account—-s. 26 (e). 

Clothing Allowance: The taxpayeg; a plainclothes constable, received a 
clothing allowance of £20 per annum which was not taken into account for 
police superannuation purposes. Because of special circumstances asso- 
ciated with his employment and also because other members of the Police 
Force received uniforms free of charge, he claimed that if the allowance 
was assessable income he was entitled to a deduction of £20 as extra expense 
to which he was put in providing himself with clothing worn on duty. 
Held that the value of the allowance was properly included at £20 in his 
assessment—s. 26 (e)—and that the amount claimed as a deduction was 
expenditure of a private nature, and therefore was not allowable wholly or 
in part. 

Averaging Provisions — Amendment of Assessment: On August 12, 
1938, a notice of assessment of taxable income derived by him in the year 
ended June 30, 1936, was issued to a primary producer, and for the pur- 
poses of the averaging provisions his taxable incomes of previous years 
were also shown, the amount for the year ended June 30, 1935, being shown 
at “Nil.”” On April 16, 1943, the Commissioner issued a notice of assess- 
ment of taxable income derived by the same taxpayer in the year ended 
June 30, 1935. There had been no attempt by the taxpayer to avoid tax 
by fraud or evasion: indeed the facts were fully stated in his return for 
that year. Held (a) that the first-mentioned notice showing the taxable 
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income of the earlier year at “nil” was not a “notice of assessment” for the 
purposes of the 1922-1934 Act because an assessment, within the meaning 
of the Act, involves the ascertainment of an actual taxable income and of 
the tax thereon; and (b) even if it had been a notice of assessment there 
was nothing in s. 37 (1A) of that Act to prevent the Commissioner from 
altering or adding to the assessment at any time. 

“De Facto” Wife: The taxpayer claimed a rebate in respect of a woman 
with whom he was living, and who was keeping house for him and his young 
children. He was not married to the woman, and he did not claim to be 
a widower. Held that he was not entitled to a rebate under s. 160 (2) (a) 
or under s. 160 (2) (b). 

Shares Given to Employee: The taxpayer had been employed for about 
13 years in a business owned by A. A company was formed to take over 
the business, and of the shares which A was to receive as purchase-money 
he allotted parcels to the taxpayer and others who had been employed by 
him. The taxpayer thus became the beneficial owner of 1,000 fully paid-up 
shares valued at £1,000. The sole ground of objection was that, as the 
shares were a gift and not a bonus for past services, their value could not 
properly be included in the taxpayer’s assessable income. A., in his 
evidence, said that the gifts of shares to the taxpayer and others were made 
not in recognition of their past services but as an inducement to continued 
good service in the company’s interests. Held that the shares in question 
were received by the taxpayer as a gratuity “in respect of, or for or in 
relation directly or indirectly to“ his employment by the company. The 
fact that they were given to him, not by the company, but by his former 
employer, was not considered sufficient to prevent the application of s. 26 
(e). The section was concerned with the value and not with the source of 
the gratuities, etc., in relation to “any employment of or services rendered 
by” the recipient. Claim disallowed. 

Dissolution of Partnership — Disposal of Live Stock, etc.: A and B 
carried on a pastoral business in partnership which was dissolved by A’s 
death on May 18, 1943. In accordance with the partnership agreement, 
B succeeded to A’s share in the assets and liabilities of the business, and 
paid to A’s executors the amount at which A's half-interest was valued. 
As the result of the valuation so made, the net income of the partnership 
for the period up to May 18, 1943, was calculated at £8,046, represented 
partly by increased values of live stock and partly by the excess value of 
plant over its depreciated value—ss. 36 and 59. Half of that amount was 
apparently treated as B’s individual interest in the net income of the 
partnership. The other half (£4,023) was assessed as income derived by 
A’s executors during the period May 18 to June 30, 1943. The Com- 
missioner considered that the amount in question was income of a trust 
estate to which no beneficiary was presently entitled, and that the trustees 
were therefore assessable under s.99. Held that as the income of the 
partnership was derived before the trust came into existence, the sum of 
£4,023 was received by the trustees, not as income, but as corpus; that it 
was income derived by A in the period which ended with his death; and 
was accordingly assessable to the trustees, not under s. 99, but under 
s. 217. 

Note: The tax so payable would thus be a liability of A’s estate for 
Probate and Federal Estate Duty purposes. 


Estate Duty Act, 1914-1942 
Freemasons’ Benevolent Institution of N.S.W.: This was held not to 
be a “public benevolent institution” within the meaning of s.8 (5). On 
examination of the scheme of benefits, the Board came to the conclusion 
B 
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that it was not public but private, and was in that respect similar to a 
benevolent fund established by the ordinary club for its members or by an 
incorporated company for its employees. The Board also doubted whether 
the word “institution” in the title was an apt description. 


Wartime (Company) Tax Assessment Act 

Accumulated Profits — Dividends Payable: On August 21, 1942, the 
directors of a company declared a dividend of £37,500, payable first out 
of the profits for the trading period ended June 30, 1942, and as to the 
remainder from profits brought forward. The dividend was not due and 
payable until December 30, 1942. The Commissioner treated the amount 
of the dividend as accumulated profits for only 52 days of the year ended 
June 30, 1943, i.e., up to August 21, 1942. Held, on the facts, that the 
sum mentioned continued to be accumulated profits until the dividend was 
paid (on December 30), i.e., for 183 days of the said year—s. 24 (1) (b). 

Note: In this case the Board explained, and to some extent qualified, 
statements made in previous cases concerned with similar questions. 


Girt Duty: COMMONWEALTH Bonps 
Question: The Treasurer was asked by Mr. Fadden, M.H.R.: 


1. Is it the practice of the Taxation Department to levy Gift Duty on 
gifts of stock, bonds, etc., issued pursuant to section 52A of the 
Commonwealth Inscribed Stock Act, 1911-1945? 

If so, what amounts of tax have been so levied? 

Were there any declarations in the respective prospectuses, under 
which any of the above-mentioned bonds, stock, etc., were issued, 
stating that such transfers would be liable to duty? 

Has the Attorney-General been consulted as to whether the persons 
so assessed have a right of action against the Commonwealth Govern- 
ment.for damages for breach of contract as in the case of McGrath v. 
The Commonwealth? 


5. If so, what was the Attorney-General’s advice? 
Answer: The Prime Minister and Treasurer, Mr. Chifley, furnished the 
following answer in the House of Representatives on June 19th, 1946: 
1. Yes. Gift duty is levied on all gifts over £500 irrespective of whether 
the gifts are made in Commonwealth securities, cash, or any other 
form. 
Statistics have not been compiled showing the amounts of gift duty 
levied on stocks, bonds, etc. 
No. 
No. 
See reply to (4). 


PAYMENT BY PRIVATE COMPANY TO SHAREHOLDER COMPANY FOR” 
SERVICES RENDERED 


Section 109 Not Applicable 

The shares of the taxpayer company were beneficially owned by an 
American company. The taxpayer company was a “private company” 
within the meaning of s. 103 (1). Under agreement, which received the 
approval of the Commonwealth Government, the taxpayer company paid to 
the American company a sum representing remuneration for services ren- 
dered to it by the American company. The services consisted, inter alia, 
of the supply to the taxpayer company of formulae and specifications and 
advice from time to time of any improvements or changes, the aim being to 
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enable the taxpayer company to manufacture certain products in Australia, 
and for this purpose to enjoy the full benefit of the results of continuous 
laboratory research conducted by the American company. The remunera- 
tion was based on the annual production by the taxpayer company. The 
Commissioner applied s. 109 and disallowed portion of the sum paid to the 
American company. The taxpayer company contended that the American 
company was not a “person” within the meaning of s. 109. The Board of 
Review held (not yet published) that (1) the terms of s.109 do not 
authorise the Commissioner to form and give effect to an opinion as to the 
reasonableness or otherwise of any payment made to a company which is 
a shareholder of a private company, and (2) in any event, on the facts, the 
sum paid did not to any extent exceed reasonable remuneration. Taxpayer 
company’s claim upheld. (C.T.B.R.—not yet reported.) 


Lecacies Paip By Executor To CHARITABLE INstTITUTIONS HELD To Be 

REBATEABLE GIFTS IN CALCULATING TAX ON INCOME OF ESTATE 

The trustee of a deceased estate paid during the relevant year of income 
legacies in terms of the will totalling £16,000 to institutions falling within 
the classes specified in s. 160 (2)(g) of the Commonwealth Income Tax 
Assessment Act. During that year the estate derived income which was 
assessable under s. 101A in the hands of the trustee. The trustee claimed 
a concessional rebate under s. 160 (2) (g) in respect of the above-mentioned 
legacies, relying principally upon s. 100A, which provides, inter alia, that 
where any amounts specified in s. 160 (2)(g) are paid by the trustee in 
respect of the trust estate the trustee and each beneficiary who is liable to 
be assessed in respect of a share of the net income of the trust estate shall, 
for the purpose of s. 160, be deemed to have paid such portion of that 
amount as bears to that amount the same proportion as that share bears to 
the net income of the trust estate. Held that, in calculating the tax on the 
income of the estate, the trustee was entitled to the rebate under s. 160 
(2)(g) in respect of the legacies paid. F.C. of T. v. Elder’s Trustee and 
Executor Co. Ltd. (trustee estate T. E. Barr Smith deceased (1946)—not 
yet reported. ) 


TAXATION OF SCHOLARSHIPS 


It is the practice of the Department to treat periodical payments to the 
holder of a scholarship as assessable income. It would seem that if the 
holder has a right to receive these periodical payments, the sums represent 
income derived by him and are assessable. Circumstances may, however, 
exist where the payments answer the description of “periodical gifts,” in 
which case they are not assessable. 

On the assumption that the sums paid are assessable income of the 
holder, the question arises—is he entitled to any deduction in respect of 
the disbursements made by him in fulfilling the terms of the scholarship? 
In considering the matter, regard must be had to the provisions of s. 51 
(1), which denies a deduction of “losses and outgoings of capital, or of a 
capital, domestic or private nature.” Section 51 (1) obviously precludes a 
deduction of board and lodging, clothing and other living expenses and 
expenses incurred in travelling between the holder’s place of residence and 
the university or other educational institution. But there are other expenses 
which the holder may be required to incur in fulfilling the terms under 
which the periodical payments are made to him. Examples of these are 
tuition fees, text books, scientific equipment, and the cost of travelling from 
the student’s home in the country to take up residence in the city in which 
“the place of learning” is situated. These expenses are considered to be 
allowable deductions, see s. 51 (1). 
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In some instances, travelling scholarships are granted to enable pro- 
fessional men to undertake refresher courses abroad. The Board of Review 
has held (8 C.T.B.R. Cases 48-52) that overseas travelling expenses are 
deductible under s.51 (1) where the object of the course of study is the 
maintenance vf the holder’s professional status and not the attainment of a 
higher qualification or status. These decisions are applicable to the holder 
of a travelling scholarship where the purpose of the visit is to investigate 
methods pursued abroad or to study at first hand the latest developments 
of science and not to obtain a higher degree. 

The Rhodes Scholarship—there may be others—is paid from an overseas 
trust fund. The holder is required to pursue his course of study overseas 
and it may be that the student has no definite intention of returning to 
Australia on completion of his course. In these circumstances, it is under- 
stood that the official view is that the holder is not a resident of Australia 
unless he maintains an establishment here or unless he is under an 
obligation to return to Australia. As the payments are derived from an 
ex-Australian source, i.e., the overseas trust fund, the recipient, regarded 
as a non-resident, is not subject to Commonwealth income tax in respect 
of those payments. 





Legal Section 
Edited by R. E. O'NEILL, A.1.c.a. 


A TrusTEE Who Is ALSO A DIRECTOR OF A COMPANY IN WHICH THE 
Trust Estate Hotps SuHares, 1s BounpD To ACCOUNT TO THE ESTATE 
For Any REMUNERATION RECEIVED AS SuCH DIRECTOR 

“Tt is an inflexible rule of a Court of Equity that a person in a fiduciary 
position .., . is not, unless otherwise expressly provided, entitled to make 
a profit; he is not allowed to put himself in a position where his interest 
and duty conflict,” per Lord Herschell in Bray v. Ford [1896] A.C. 44, at 
p. 51. Within this principle, it is the duty of an executor of an estate 
which holds shares in a company, and who is appointed a director thereof, 
to account to the trust estate for any director’s fees voted to him. The 
dual character of trustee-director falls not infrequently upon the public 
accountant. When it does he should carefully consider what his position 
is in relation to any remuneration received as a director of a company 
in which a trust estate administered by him is a shareholder. 

The foregoing principle underlies the decision of Herring, C.J., in Jn re 
Sharp [1945] V.L.R. 31, where it was held that remuneration voted to 
two directors, one an executor of an estate with shares in the company and 
the other an officer of a trustee company which was a co-executor, must 
be held by them for the benefit of the estate. Attention was drawn by 
Mr. O. E. Berger to this Victorian decision at p. 266 of the July, 1945, 
issue of this journal. A further illustration is afforded by a recent English 
case: In re Macadam, Deceased—Dallow v. Codd (1945), 62 T.L.R. 48. 

The question arose on a summons taken out by two trustees of the will 
of M. By the summons the trustees asked whether they were entitled, as 
directors of a company into which the testator’s business had been con- 
verted by order of the Court, to retain directors’ fees which had been voted 
to them by the company in general meeting, or whether they were bound 
to account to the testator’s estate for such fees. There was no suggestion 
of any impropriety on the part of the trustee-directors with regard to 
remuneration received by them as directors. The question was asked 
purely as one of law. Under the company’s articles, however, the trustees 
of the will were empowered to appoint two persons to be directors of the 
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company. The trustees appointed themselves. It was not suggested that 
they were not the most suitable persons to be appointed. 

Answering the question raised by the summons, Mr. Justice Cohen (as 
he then was) said: “In the present case there can be no doubt that the 
only way in which Mr. Dallow and Mr. Moscrop became directors was by 
exercise of the powers vested in the trustees of the testator’s will under 
article 68 of the articles of association of the company. The principle is 
one which has always been regarded as of the greatest importance in these 
courts, and I do not think that I ought to do anything to weaken it. As I 
have said, although the remuneration was remuneration for services as 
directors of the company, the opportunity to get that remuneration was 
gained as a result of the exercise of a discretion vested in the trustees and, 
as Mr. Timins said, they had put themselves in a position where their duty 
and interest conflicted. In those circumstances, I do not think this court 
can allow them to make a profit out of doing so, and I do not think the 
liability to account for a profit can be confined to cases where the profit is 
derived directly from the trust estate.” 

To protect himself, the trustee-director, if there is no provision in the 
trust deed which enables him to make a profit for himself, should seek the 
approval of the court to his being a director, otherwise he is accountable to 
the estate for any remuneration received as director. Even on a subsequent 
application it would seem that the court may, in a proper instance, allow 
him to retain the whole or a part of the remuneration. Thus, in the present 
case, Cohen, J., said: “If I can be satisfied .. . . that they (the trustees) 
were the best persons to be directors, I do not think that it would be right 
for me to expect them to do the extra work for nothing.” 


So Lone as A Company CAN Carry On Tuat Type or BusINEss 
Wuicyu Forms Its PARAMOUNT OBJECT, IT IS IMPOSSIBLE TO SAY 
Tuat Its SusstrATtTuM Has GONE 


Under the Companies Acts the court has power to order the winding-up 
of a company if the court is of opinion that it is “just and equitable” that 
the company should be wound up. One of the heads under which such an 
order will be made is where the sole or principal object for which the 
company was incorporated has failed or become impossible, that is, where 
the substratum of the company’s business has gone. The application of 
this principle in a case where a company was formed inter alia to take over 
a particular business and subsequently sold that business was the subject 
of a recent Court of Appeal decision. 

Kitson & Co. Ltd. was incorporated in 1899 with principal objects (i) to 
acquire and take over as a going concern a business previously carried on 
privately, and (ii)-to carry on the business of general engineers. It did in 
fact carry on the business of manufacturing engineers for a period of 46 
years. In 1945 the shareholders sanctioned an agreement for the sale of 
the undertaking. The directors then resolved to discontinue the engineering 
business and to invest the purchase money in shares of other companies. 
On legal action being taken by a shareholder, the board withdrew its 
resolution. At about the same time, the works of a subsidiary, which had 
been under requisition by the Admiraity, were freed and the directors 
determined to acquire the undertaking of the subsidiary and to continue its 
business on that site. In the meantime the court below had, on a petition 
alleging loss of substratum and being unaware of the change in the directors’ 
intentions, ordered that the company be wound up. With all the facts 
before it, the Court of Appeal reversed this order (Re Kitson & Co. Ltd. 
[1946] 1 All E.R. 435). 

The judgment of Lord Greene, M.R., dealt with a question of general 
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importance, namely, whether when a*company is formed to take over a 
named business, the sale of that business amounts to the destruction of the 
substratum of the company’s business. Rejecting such a view, his Lord- 
ship said, at p. 438: “The question -we have to decide is whether, that 
business having been acquired 46 years ago, the disposal of it last year 
amounted to a destruction of the substratum. In my opinion, the main and 
paramount object of this company was to carry on an engineering business 
of a general kind. It was such a business that was carried on by Kitson & 
Co., and I cannot bring myself to construe this memorandum as limiting 
the paramount object and restricting the contemplated adventure of the 
shareholders to the carrying on of what could be called the business of 
Kitson & Co. The impossibility of applying such a construction seems to 
me to be manifest when one remembers that a business is a thing which 
changes. It grows or it contracts. It changes; it disposes of the whole 
of its plant; it moves its factory; it entirely changes its range of products 
and so forth. It is more like an organic thing. . . . It must be remembered 
in these substratum cases that there is every difference between a company 
which on the true construction of its memorandum is formed for the 
paramount purpose of dealing with some specific subject-matter and a 
company which is formed with wider and more comprehensive objects. | 
will explain what I mean. With regard to a company which is formed to 
acquire and exploit a mine, when you come to construe its memorandum 
of association you must construe the language used in reference to the 
subject-matter, namely, a mine, and accordingly if the mine cannot be 
acquired or the mine turns out to be no mine at all, the object of the com- 
pany is frustrated, because the subject-matter which the company was 
formed to exploit has ceased to exist. It is exactly the same way with a 
patent, as in the well-known German Date Coffee case (1882), 20 Ch.D. 
169. A patent is a defined subject-matter, and, if the main object of a 
company is to acquire and work a patent and it fails to acquire that patent, 
to compel the shareholders to remain bound together in order to work some 
other patent or make some unpatented article is to force them into a 
different adventure to that which they contracted to engage in together; 
but, when you come to subject-matter of a totally different kind like the 
carrying on of a type of business, then, so long as the company can carry 
on that type of business, it seems to me that prima facie at any rate it is 
impossible to say that its substratum has gone. So far as this stage of the 
argument is concerned, it is to my mind quite impossible upon the true 
construction of this memorandum of association to limit the paramount 
object of this company to the specific business of Kitson & Co., so as to lead 
to the result that as soon as Kitson & Co.’s business was sold the substratum 
of the company had gone.” 

The petitioner sought also to found an argument on the fact that the 
earlier intention of the board was to go out of the engineering business. 
It was alleged that the idea of taking over the subsidiary’s works was a 
last minute change of mind. The judgments, however, make it clear that 
mere intentions can have but very little weight in deciding whether the 
substratum has gone. To quote again from Lord Greene, M.R.: “To say 
that the question whether substratum has gone or has not gone can be 
affected by the intention that happens to exist in the minds of the board 
at a given moment appears to me to be going into irrelevant considerations. 
First of all, the board is not the company. Let it be supposed that at the 
time of the sale of the Kitson business, so far as the board was concerned, 
they thought that there was no chance and that it was not desirable for the 
company ever to start again into engineering. It certainly is not proved 
nor was it proved that the shareholders had any such intention ; but assume 
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that it was. A little time afterwards something might happen to make them 
change their minds. They might see a profitable opportunity of using the 
company’s money again in the engineering business. What has intention 
to do with it? We are dealing with the question of substratum, and to say 
that the substratum can exist at one moment and cease to exist a moment 
later, or vice versa, simply through a change of intention of the board or 
of the shareholders (I know not which) seems to me to lead into a morass.” 


An EMPLOYEE WuHo SECRETLY Works, EVEN IN His SPARE TIME, FOR 

ANOTHER, WHO Is IN COMPETITION WiTtH His Employer, CoMMITs A 

BREACH OF AN IMPLIED TERM IN His Contract THat HE WILL SERVE 
His EmpiLoyer WitTH Goop FAITH AND FIDELITY 

An employee who leaves one service for another, or who sets up in 
business for himself, can be restrained from giving away trade secrets, 
the names of customers, and all such objective knowledge of his former 
employer’s business that he may have gained; but his aptitudes, his skill, 
his dexterity, his manual or mental ability, these subjective things cannot 
legally be rendered dormant or unavailing. So much of the law is laid 
down in Herbert Morris Ltd. v. Saxelby [1916] 1 A.C. 688. An associated, 
but as yet insufficiently explored, branch of the law concerns the duty of an 
employee to serve his employer with fidelity. A recent case pertinent to 
this matter gains added interest at a time when skilled labour is not easy 
to obtain. 

The question arose on, an interlocutory appeal by a company, H. Ltd., 
from a decision of Cohen, J., dismissing a motion by the company to 
restrain a second company, P. Ltd., from employing or procuring to be 
employed in P.’s service any employee of H. whilst still in its employment. 
H. Ltd. had for some years manufactured midget valves for incorporation 
in hearing aids for the deaf. P. Ltd. was a newcomer competing in the same 
field. H. Ltd. discovered that, without its knowledge or consent, five of its 
employees were working on Sundays, in their spare time, for P. Ltd., and 
they brought a motion to restrain P. Ltd. from employing those five persons. 
Although these employees were manual workers, their work was highly 
skilled. The five employees, so far as their contractual relations with H. 
Ltd. were concerned, were employed on 24 hours’ notice. There was no 
written contract. The actual time which they were bound by their contract 
to give to H. Ltd. was the normal 54 days a week. 

In these circumstances, the problem was whether or not the employees 
were committing a breach of their obligation to their employers in using 
their spare time for the purpose of assisting a competing company, and, if 
so, whether P. Ltd. procured that breach. The Court of Appeal held that, 
although the five employees had not broken any express term of their con- 
tract of employment, there was an implied term in contracts of service that 
a servant undertook to serve his master with fidelity; that that obligation 
continued so long as the contract of employment subsisted ; that there was 
a prima facie case that P. Ltd. had procured the employees to commit a 
breach of their obligation to H. Ltd. by working for it even in their spare 
time; and that on the balance of fairness and convenience H. Ltd. was 
entitled to the injunction claimed (Hivac Ltd. v. Park Royal Scientific 
Instruments Ltd. (1946), 62 T.L.R. 231). 

The following is an extract from the judgment of Morton, L.J.: 

“It is clear that the five employees have not broken any express term 

ot their contract of employment. Their contracts did not provide, for 
instance, that they should give their time exclusively to the work of the 
plaintiffs. What implied term, if any, has been broken? 

“I am content, as was Lord Justice Maugham in Wessex Diaries, Limited 
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v. Smith (51 The Times L.R. 439, at p. 441; [1935] 2 K.B. 80, at p. 88), 
to quote from Lord Justice A. L. Smith in Robb v. Green ({1895] 2 Q.B. 
315, at p. 320): ‘I think that it is a necessary implication which must be 
engrafted on such a contract’—that is, a contract of service—‘that the 
servant undertakes to serve his master with good faith and fidelity.’ 

“In all circumstances of the case, have these five employees observed the 
obligations of good faith and fidelity? I do not propose to recapitulate 
the facts, but I must start from this point, that the work done for the 
defendant company was done in what is usually described as the employees’ 
spare time. No cases were cited in which work so done was held to be a 
breach of the obligation of fidelity to the employer. I do not propose to 
express any view of such a general nature as that all work done for a firm 
in the same line of business as the employers’ in the spare time of the 
employees is a breach of contract, but I do say that in my view the 
obligation of fidelity subsists so long as the contract of service subsists, and 
even in his spare time an employee does owe that obligation of fidelity. In 
my view, a prima facie case of a breach of that obligation is made out in 
the present case, and I shall refer briefly to certain points which impressed 
me in the course of the evidence.” 

The points referred to may be briefly summarised: (1) The two com- 
panies were the only manufacturers in England of midget valves for hearing 
aids. P. Ltd. was a newcomer which contemplated direct competition with 
H. Ltd. (2) The five employees maintained secrecy concerning the fact 
that they were working for P. Ltd. (3) Although the work was manual, 
it was manual labour of a very skilled kind, so that the five employees 
materially assisted P. Ltd. to develop its business from the early stages to 
that of a competitor. (4) Although it was not established that any secret 
information passed from the employees to P. Ltd., it was right to say that 
any improvements in the assembly of the valves which might be introduced 
by H. Ltd. would almost inevitably come into possession of P. Ltd. through 
those employees. 





The Formation and Incorporation of a Company Under 
the N.S.W. Companies Act 


By H. JACKSON, A.I.C.A. 


A company formed and registered under the Act is a legal entity, separate 
and distinct altogether from the various shareholders who contribute its 
capital, and its capacity to contract and trade does not depend upon the 
individual capacity of any shareholder. A company derives its powers 
from the documents setting up its foundation and governing its adminis- 
tration, i.e., the memorandum and articles of association. The procedure 
of formation will-depend upon the type of company, and the provisions in 
the Act concerning that type. Subject to the provisions of the Act a 
company may be formed for any legal purpose; it may be an ordinary 
commercial concern trading for profit, or an association whose object is 
not the earning of profits and the distribution of dividends. 

The only other class of collective commercial ownership in general 
existence is that of partnership. There are many important differences 
between the two, the main of which are :— 

Property and Possessions: The assets and property of a partnership 
vests in all partners jointly, but in the case of a company it does not vest 
in the shareholders as such—it belongs to the company. 

Capital: A person intending to invest in a partnership will usually be 
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required to bring in a substantial amount of money, but a shareholder in 
a company need own only one share. 

Constitution: In a partnership this is a matter of mutual consent, and 
js set out in the agreement. The constitution of a company is given in 
the memorandum and articles of association, and any alteration must be 
in accordance with certain statutory procedure. 

Liability: A partner is liable for the debts of the partnership and the 
liability extends to personal estate, but the liability of a shareholder is 
limited to the unpaid portion of his shares. 

Number: the number of persons in a partnership is limited to a fixed 
maximum. For a company there is a small minimum but no limit to the 
number of persons who may become members, excepting in the case of a 
proprietary company. 

Section 8 limits the number of partners in an ordinary trading concern 
to twenty and in the case of a banking business to ten. Any partnership 
hating a greater number of members must register as a company. The 
minimum number required to form a company is seven for a public and 
two for a proprietary company. 

A limited liability company has certain distinct advantages from an 
investor’s point of view, one of the most important being that of limited 
liability. The shareholder knows the extent of his liability in the event of 
the company going into liquidation. A company has a wider scope for 
raising capital than a partnership, including the resources of the small 
investor. Easier borrowing facilities, and transfer of a member’s interest, 
are other advantages that belong to companies. 


CLASSES OF COMPANY 
A company may be created by Royal Charter, Act of Parliament or under 


the Companies Act. The latter is, of course, by far the more usual method, 
and the various classes of companies provided for by the Act are: 


No-Liability Mining Company 

This class must be formed for the purpose of mining, treating ores and 
minerals, etc., or to carry out any acts incidental to the business of mining. 
The acceptance of shares either by subscribing to the memorandum, original 
allotment or transfer does not render the shareholder liable to pay calls or 
contributions. If he decides not to pay the calls he cannot be sued for 
them, but he will not be entitled to receive any dividend. Furthermore, 
if a shareholder allows a call to remain unpaid for twenty-one days after 
the due date, the shares are automatically forfeited. 


Unlimited Company 

The shareholders have no limit on their liability to contribute to the 
assets of the company in the event of its being wound up, and consequently 
can be called upon to pay any amount necessary to discharge the liabilities 
of the company. 

Company Limited by Guarantee 

In this class of company the members agree in the memorandum of 
association to contribute a, stated amount in the event of the company 
being wound up, and their liability is limited to that amount. A company 
limited by guarantee may or may not have a share capital. This class of 
company is usually confined to associations not for profit, or to an asso- 
cation utilising all its profits to further its objects. 


, Company Limited by Shares 


A limited liability company with a share capital may be either a public 
of a proprietary company ; the latter kind is often formed when an existing 
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business or partnership desires to take advantage of limited liability. A 
proprietary company is one which by its memorandum or articles of 
association— 

(1) restricts the right to transfer its shares, and 

(2) limits the number of its members (exclusive of persons who are in 

the employment of the company, and of persons who having been 
formerly in the employment of the company were, while in that 
employment, and have continued after the determination of that 
employment, to be members of the company) to fifty, and 

(3) prohibits any invitation to the public to subscribe for any shares or 

debentures of the company, or to deposit money with the company 
for fixed periods or payable at call, whether bearing or not bearing 
interest. 

The purposes for which a company may be. formed are almost unlimited, 
and can emerge from almost any type of scheme. A company may be 
formed to engage in a new business, or to market new machinery or goods. 
A sole trader, or the partners of an existing business, may desire to convert 
the business into a company to gain the advantages of registration under 
the Act. 

In the formation of a company to take over an existing business, and 
where it is intended to issue a prospectus inviting the public to subscribe 
capital, three persons are primarily concerned. These are the vendor, 
promoter and the company, or if the company is not yet registered, a trustee 
to sign on behalf of the intended company. If the company is already 
registered it will buy from the vendor the business it was formed to acquire, 
but where the agreement to sell is executed prior to the incorporation of 
the company, it will be signed by someone acting on behalf of the proposed 
company, and after registration the company must officially adopt the 
agreement. As the company is not a party to the original agreement, an 
adopting or ratifying clause, to be* signed by all parties, is desirable, 
otherwise the company may not be bound by the agreement. 

The vendor’s agreement should contain particulars of the following: 

1. The assets and liabilities to be taken over. 

2. The purchase price. 

3. How payment is to be made; so much in cash and so many fully paid 

shares, etc. 

4. Power to rescind the contract if the company is not incorporated 
within a specified time, or if sufficient capital is not raised to cover 
the minimum subscription. 

5. Date when payment is to be made to the vendor. 

Any contract made with a promoter should set out his rights and 
liabilities, state the remuneration payable, and the provisions governing 
the use of advertising matter. The vendor, or someone on behalf of the 
proposed company, may approach some person engaged in company pro- 
motion, or the vendor may, if he has sufficient knowledge and experience, 
undertake to promote the company himself. The above will only apply if 
the company is being formed to take over an existing business, as in any 
other case a vendor will not enter into the scheme. However, in all cases 
a scheme of capitalisation is necessary, and before finality is reached careful 
consideration must be given to the following matters: 

1. The purchase price of the business to be acquired, and the proportion 
of such price to be paid in cash. If the company is being formed for 
purposes other than the acquisition of an existing business, the costs 
of the fixed assets that the company will purchase. 

2. The costs of promotion and registration of the company. 
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3. The working capital required after paying the purchase price, legal 
and promotion expenses, and acquiring the assets. In this con- 
nection allowance should be made for any additional costs of equip- 
ment or plant intended to be purchased shortly after commencement 
of* trading. 

The promoter may enter into an underwriting agreement with a share 
broker whereby the latter guarantees the placing of a specified number of 
shares. If the underwriter cannot place all the shares he must take up the 
balance himself. The consideration to the broker usually takes the form 
of a cash payment, based on a percentage of the nominal value of the shares 
issued. 

Section 146 of the Act provides for the payment of commission on the 
issue of shares, and limits the rate payable. This section reads: 

It shall be lawful for a company to pay commission to any person in 
consideration of his agreeing to subscribe, whether absolutely or con- 
ditionally, for any shares in the company, or procuring or agreeing to 
procure subscriptions, whether absolute or conditional, for any shares in 
the company if— 

(a) the payment of the commission is authorised by the articles; and 

(b) the commission paid or agreed to be paid does not exceed ten 

per centum of the price at which the shares are issued or the 
amount or rate authorised by the articles, whichever is the less; 
and 

(c) the amount or rate per centum of the commission paid or agreed 

to be paid is 

i. in the case of shares offered to the public for subscription, 
disclosed in the prospectus ; 

ii. in the case of shares not offered to the public for subscrip- 
tion, disclosed in the statement in lieu of prospectus, or in 
a statement in the prescribed form signed in like manner as 
a statement in lieu of prospectus, and filed before the pay- 
ment of the commission with the Registrar General for 
registration, and where a circular or notice, not being a 
prospectus, inviting subscriptions for the shares is issued, 
also disclosed in that circular or notice; and 

(d) the number of shares which persons have agreed for a commission 

to subscribe absolutely is disclosed in a manner prescribed in 
paragraph (c) of this subsection. 

The commission cannot be paid out of capital, and the sums as paid must 
be shown in the balance sheet until the whole amount has been written off. 
A promoter, broker or underwriter cannot give financial assistance to 
anyone by way of an agreement to take shares in the company. 

During the course of the formation of the company instructions will be 
given to the solicitors to prepare the contract of purchase (if any), the 
underwriting contract (if any), and the memorandum and articles of 
association. Nothing can be done in regard to the actual registration of 
the company until the memorandum and articles are drawn up. The 
memorandum must be signed by all the subscribers thereto, each signature 
must be witnessed, and the number of shares taken placed against each 
name. Also in course of preparation for filing will be the list of persons 
consenting to act as directors, and the undertaking to take and pay for the 
qualification shares. 

_The preparation of the prospectus should be given very careful con- 
sideration, and all the particulars detailed therein must be stated with 
accuracy. The prospectus aims to set out the particulars of the proposed 
company and the advantages of the capitalisation, and offers shares to the 
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public. No misrepresentation should be made, as serious conSequences may 
arise. The provisions in the prospectus, if any, as to calls, allotment, 
administration and directors, etc., should be in agreement with the pro- 
visions in the articles, yet to be registered, otherwise an original allotte 
may have his contract set aside, if the words in the prospectus were those 
which induced him to apply for shares. 

The response to the issue of the prospectus by the investing public will 
depend upon many things, apart from the general economic position. The 
type of company may be of some importance in this matter. The names 
of the directors, their financial and commercial knowledge, and _ their 
reputations in the business world are matters that may influence many 
investors. The minimum subscription should be adequate to cover expenses 
and provide working capital. The prospective shareholder knows that if 
this amount is based on correct estimates and figures the company will not 
suffer, from the very beginning, through lack of capital. An important 
matter from an investor’s point of view, in the case of a company formed 
to acquire an existing business, is the tendency of the profit rate—is it 
stable, increasing or decreasing? The objects of the proposed company 
are of course of considerable importance to the prospective shareholder. 
If they are too narrow and restricted the company may be seriously handi- 
capped in the event of not being able to carry out one of its objects; and 
if they are too wide and numerous the directors may branch out into all 
kinds of operations, to the dissatisfaction of shareholders, who may find that 
the objects which were the attraction in their initial investment are no 
longer carried on to any extent by the company. 

Section 136 makes it compulsory to file a copy of the prospectus with 
the Registrar General on or before the date of publication, and no pros- 
pectus can be issued until a copy has been so filed. The date of the 
prospectus is deemed, until the contrary is proved, to be the date of 
publication. Every prospectus must state on the face of it that a copy has 
been filed for registration, and also state that the Registrar General takes 
no responsibility as to its contents. 

Under Section 137 any condition requiring or binding any applicant for 
shares in, or debentures of, a company, to waive compliance with any 
requirement of this section, or purporting to affect him with notice of any 
contract, document, or matter not specifically referred to in the prospectus, 
shall be void. It is not lawful to issue any form of application for shares 
in a company unless the form is issued with a prospectus, except an 
application in respect of— 

1. A bona fide invitation to a person to enter into an underwriting 

agreement, or 

2. Shares not offered to the public. 

In the event of non-compliance with the above provisions, any directot 
or other person responsible for the prospectus is liable under the Act, unless 
he proves that he was unaware of any matter not disclosed, or that non- 
compliance was a genuine mistake, or the court excuses him. 

Any person named as a director in the prospectus will not be liable in 
respect of any untrue statement or report contained therein if— 

. He withdrew his consent to act before the issue of the prospectus, of 

2. The prospectus was issued without his consent or knowledge, and 

on becoming aware of the issue he gave reasonable public notice that 

it was so issued, or 

On becoming aware of any untrue statement after issue and before 

allotment of shares, he withdrew his consent to act, and gave reason- 

able public notice of such withdrawal. é 
The directors, promoters and other persons concerned with the issue 0 
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a prospectus are entitled to rely on the statements of experts, unless they 
have some grounds to believe that such statements are in error. In order 
to escape personal liability for damages to an original allottee the Act 
requires that— . 
As regards any untrue statement made by an expert, the prospectus 
was a fair copy of such statement, or that it fairly represented the 
statement ; 
As regards any untrue statement not made on the authority of an 
expert, the director had reasonable ground to believe that the state- 
ment was true and correct; 
As regards any untrue statement made by an official person or a 
copy of a public official document, it was a fair and correct repre- 
sentation of the statement or a copy of the document. 

When a person is named as‘a director and has in fact not consented to 
act, or has withdrawn his consent to act before the issue of the prospectus, 
or if it was issued without his authority, he may recover indemnity from 
all the other directors or persons authorising the issue for any damages, 
costs and expenses to which he was declared liable by reason of being 
named in the prospectus, or any costs and expenses incurred in defending 
himself against any legal proceedings. Any person becoming liable under 
the issue of a prospectus may recover contribution from any other person, 
who, if sued separately, would be liable for the same amount. 

Section 141 deals with offers for sale of shares or debentures. It states 
that where a company allots shares or debentures of the company with a 
view to all or any of those shares or debentures being offered for sale to the 
public, the documents making the offer for sale to the public shall be 
deemed a prospectus issued by the company, and the provisions of the Act 
regarding the issue of a prospectus, the contents thereof, and the liability 
for statements contained therein, shall apply. 

Unless it is proved to the contrary, it is assumed that all allotments or 
agreements to allot are made with a view to an offer for sale to the public 
where— 

1. An offer to the public was made within six months after the allotment 

or agreement to allot; or 

2. At the date when the offer was made, the whole consideration to be 

received by the company in respect to the shares has not been so 
received. 

Before the issue of the prospectus, the promoter, vendor or some other 
person interested in the formation of the company would decide who were 
to be approached, and asked to act as directors or provisional directors. 
Section 121 states that a person shall not be capable of being appointed 
director of a company by the articles, and shall not be named as a director 
or proposed director in a prospectus, or in a statement in lieu of a pros- 
pectus, unless before the registration of the articles, or the publication of 
the prospectus, or the filing of the statement in lieu of a prospectus, as the 
case may be, he has by himself or by his agent filed with the Registrar 
General a consent to act. 

Another matter to be decided upon in the general scheme of capitalisation 
is the nominal capital of the company. This amount, together with the 
subdivision into shares, must be shown in the memorandum of association. 
The various classes of shares that may be issued, subject to the memoran- 
dum, are: 

1. Deferred Ordinary Shares: These are usually restricted in respect 
of dividend. For example, it may be provided that no dividend will be 
paid on these shares until the holders of all other classes have received a 
certain rate. They are issued usually to founders, vendors or promoters. 
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2. Ordinary Shares: These are shares which carry no special privilege. 
All shares are deemed to have equal rights unless there is express pro- 
vision to the contrary. The value of the ordinary shares may be quite 
high, depending upon the financial position of the company and the extent 
to which shares of a higher class absorb the distributable profits. 

3. Cumulative Preference Shares: Preference shareholders are entitled 
to the priorities given them under the terms of issue, which usually means 
the right to receive a fixed rate of dividend before the holders of shares 
carrying lesser rights. Cumulative means that arrears of dividend accumu- 
late from year to year, and the total arrears must be paid out of subsequent 
profits, before a dividend is paid on other shares. Unless specifically stated 
otherwise, every preference share is cumulative. 

4. Non-Cumulative Preference Shares: lf the holders of these shares 
receive no dividend in respect of any one year, the arrears do not 
accumulate and become payable out of profits in subsequent years. When 
profits are to be distributed they are entitled to their fixed rate, in priority 
to other classes with lesser rights. 

Preference shares may or may not be entitled to a dividend over and 
above their fixed rate, if surplus profits are available. It depends upon 
the memorandum of association and the terms of the issue. Generally 
speaking, preference shares will appeal to those who desire the smaller 
risk, and consequently are prepared to accept a less rate of return on the 
investment. On the other hand, ordinary shares ranking after preference 
shares will generally find support from the type of person who is prepared 
to speculate to a certain extent, with the possibility of higher returns on 
his investment. 

Consider the following example : 

Capital required, £200,000. Estimated distributable profits, £14,000. 
With one class of shares this would mean a return of 7%, and, depending 
upon the nature of the business and the circumstances surrounding the 
company, may not be regarded as an attractive investment. 

If, however, two classes of shares were to be issued, the position would 
be somewhat better from the point of view of the ordinary shareholder. 

Capital required—100,000 5% Preference Shares, 100,000 Ordinary 
Shares. With the same profit figures as above, the preference shareholders 
would expect to receive £5,000, leaving £9,000 to be distributed to ordinary 
shareholders, or a return of 9%. 

There are certain restrictions on the use of a name for the company. 
Section 32 states that no company shall be registered by a name which— 

1. In the opinion of the Registrar General is likely to mislead the public 

as to the nature or objects of the company, or is offensive or blas- 
phemous. 
Is identical with a name by which a company is already registered, 
or by which another company proposes to be registered and which 
is reserved, or which is identical with any name registered under the 
Business Names Act, 1934, or which in the opinion of the Registrar 
General so nearly resembles the existing or proposed name as to be 
calculated to deceive. Provided that if the Registrar General is 
satisfied that a company is being registered for the purpose of taking 
over any business carried on under a name registered under the 
Business Names Act, he may register the company by that name. 
3. Generally speaking, contains the following words: 

A. Chamber of Commerce. 

B. Chamber of Manufactures. 

C. Building Society. - 
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Is identical with that of any friendly society or branch registered 
under the Friendly Societies Act, 1912-1935, or which so closely 
resembles it as to be calculated to deceive. 

Except with the consent of the Governor contains the following 
words: 

A. Royal or Imperial, or is calculated to suggest patronage of the 
Royal Family or connection with the Government or any 
department thereof. 

B. Municipal or Chartered, or in the opinion of the Registrar 
General is calculated to suggest connection with any municipal 
or local authority. 

C. Co-operative. 

D. Trust or Trustee. 

A proposed company may reserve the name with which it intends to be 
registered by filing with the Registrar General an application signed by the 
solicitor engaged in the formation of the company or by the proposed 
secretary. If the name is one not already registered or reserved, or so 
similar to any other name as to be calculated to deceive, and if it is not in 
contravention of the Act, the name shall be reserved for a period of thirty 
days from the date of filing of the notice. 

Section 28 states that on registration of the memorandum of association 
the Registrar General shall issue a Certificate of Incorporation, which is 
conclusive evidence that all the requirements of the Act in respect of 
registration, and of matters precedent and incidental thereto, have been 
complied with. 

Under Section 30 the Registrar General may require, if he thinks fit, 
a statutory declaration made by a solicitor engaged in the formation of the 
company, or by a director or the secretary, to be filed stating that the 
requirements of registration have been complied with. 

The following documents will have to,be filed on or before the regis- 
tration of the company : 

Prospectus or Statement in lieu of Prospectus. 

Memorandum of Association and Articles of Association. 

Written consent of the directors to act. 

List of persons who have consented to act as directors. 

A contract in writing under which the directors agree to take and pay 
for their qualification shares. 

6. Notice of the situation of the registered office. 

Even though a company is duly registered, and has secured a Certificate 
of Incorporation, it is not entitled to commence business until it has 
complied with the Act in this connection. 





Some Points of Interest 
By P. C. Lance 


The education of the bookkeeper or accountant cannot properly be said 
to be complete unless he is skilled in business arithmetic. 

One very important branch of commercial mathematics, if the science 
of quantities and numbers incidental to business transactions can be so 
called, is the calculation of interest. 

It is rare to find a business enterprise which can be conducted without 
its becoming necessary, at some time or other, either to pay interest or to 
make a charge for it in the concern’s books. That being so, it might 
reasonably be expected that the subject of interest would loom large in 
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the Institute examinations, with the consequence that an accountant when 
certificated would be able to solve correctly any interest problem likely to 
be encountered in normal practice. However, if there is one subject in 
which many accountants are lamentably weak it is interest. Should any 
reader doubt the fairness of that statement, let him give an involved 
interest problem to, say, six accountants chosen at random, and compare 
the results returned to him. Or let him enquire of the six, what they 
know about the legality of charging compound interest? or in what circum- 
stances it may be charged? and again compare the answers. - 

There is a considerable amount of confused thinking in the matter of 
compound interest. It is not unusual to hear an accountant, otherwise 
well informed, express the view that the charging of compound interest, 
or as it is often phrased, “charging interest on interest,” is in any circum- 
stances illegal. Again there are many adherents of the view that in any 
case where interest is expressed to be payable at regular intervals, the 
interest if not paid when due, automatically becomes an addition to the 
principal sum. 

As to interest generally. At common law it is payable :— 

1. When there is an express agreement. to pay interest. 

2. Where an agreement can be implied from the course of dealings 

between the parties. 

3. In mercantile transactions, by the general usage of a particular trade 

or business. 

4. In certain cases by way of breach of contract. 

5. In certain cases in Equity. 

6. By certain Statutes. 

Except in the: cases mentioned above, debts do not carry interest at 
common law.! 

As to whether or not a general usage can be said to exist in regard toa 
particular transaction is, of course, a question of fact. 

Compound interest will not be allowed, except where there is an agree- 
ment express or implied to pay it, or where the debtor has employed the 
money in trade and has presumably earned the interest, or unless its 
allowance is in accordance with the usage of a particular trade or business. 

Thus it can be seen that where a transaction involves the charging of 
interest, either simple or compound, the relative agreement should be 
expressed in such a way as to leave no room for dispute When the interest 
is charged. 

When one examines the reported Court Decisions on interest, one is 
struck by the fact, whether it is of special significance or not, that few 
of the reported cases have been decided in recent times. 

However, two cases relatively recent, are worth noting: 

On the invoices of the plaintiff a note was printed “Terms nett cash. 
Interest at 10% per annum will be charged on all items unpaid in 30 days 
from delivery date.” The plaintiff relied on this note and on the con- 
tinuance of the defendants to take goods from them to justify a charge 
for interest. 

Held, that in the absence of evidence that the defendants admitted their 
liability, either expressly, or by conduct, the claim for interest could not 
be sustained. 

The only way in which a right can be established is to prove that there 
was an agreement by the defendants to pay interest. 

(W. Thomas & Co. Ltd. v. Welk & Ors. [1935, S.A.S.R. 165, at 169].) 

“Bills were sent in to the testator. In those bills the claim for interest 
was made and payments were made by him thereon. .. . It seems to me 


1. Halsbury’s Laws of England, 2nd Edition, Vol. 23, pp. 174-177. 
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that the reasonable inference from the facts is that the deceased dealt with 
the claimants on the footing that he was to pay them interest.” 

(Per Collins-L.J. in re Henry Marquis of Anglesey Willmot v. Gardner 
[1901, 2 Ch. 548, at 551].) 

Several Statutes provide for the charging of interest. The Common- 
wealth Bills of Exchange Act enacts by Section 62: 

Where a bill is dishonoured, the measure of damages, which shall be deemed 
to be liquidated damages, shall be as follows: 


(i) the amount of the bill; 

(ii) interest thereon from the time of presentation for payment if the 
bill is payable on demand, and from the maturity of the bill in any 
other case; 


(c) Where by this Act interest may be recovered as damages, such interest 
may if justice require it, be withheld wholly or in part, and where a bill 
is expressed to be payable with interest at a given rate, interest as damages 
may or may not be given at the same rate as interest proper. 

The Rules under the Commonwealth Bankruptcy Act provide for interest 


to be payable as follows: 

Rule 246. On any debt or sum certain, payable at a certain time or otherwise, 
whereon interest is not reserved or agreed upon, and which is overdue at the 
date of and provable in the Bankruptcy, the creditor may prove for interest at a 
rate not exceding six per centum per annum to the date of the bankruptcy from 
the time when the debt or sum was payable, if the debt or sum is payable by 
virtue of a written instrument at a certain time, and if payable otherwise, then 
from the time when a demand in writing has been made giving the debtor notice 
that interest will be claimed from the date of the demand until the time of 
payment. 

It has been held that a creditor cannot prove for interest on an interest- 
bearing debt, for any period subsequent to the making of the sequestration 
order, but as against the bankrupt he is entitled to receive, out of any 
surplus of the estate, interest for the period from the making of the 
sequestration order to the payment of the provable debt before any surplus 


is payable to the bankrupt. 
(Re Hyman ex parte Law 1930 [3 A.B.C. 61]); (re Richards ex 
parte Lloyd 1935 [8 A.B.C. 37, at 46]). 

Also the Money-Lenders and Infants Loan Act 1941, N.S.W., deals 

with the subject of interest as follows: 
Sec. 28. Any contract . . . for the loan of money by a money-lender shall 
be illegal in so far as it provides directly or indirectly for: 
(a) the payment of compound interest, or 
(b) any increase of interest by reason of any default in the payment of sums 
due under the contract or by reason of any default in any other term or 
condition of the contract. 
Provided that provision may be made by any such contract that if default is 
made in the payment upon the due date of any sum payable to the money-lender 
under the contract, whether in respect of principal or interest, the money-lender 
shall be entitled to charge simple interest on that sum from the date of the 
default until the sum is paid, at a rate not exceeding the rate payable in respect 
of the principal apart from any default, and any interest so charged shall not 
be reckoned for the purpose of this Act as part of the interest charged in respect 
of the loan. 

As for the accounting for interest. Different methods are in regular 
use. Some are satisfactory, others are not. 

In the first place the accountant should be very clear on the point as 
to whether the interest is to be charged at a simple rate, or is to be com- 
pounded. As mentioned previously herein, this is a question of fact which 
will be decided by reference to the relevant agreement or to the circum- 
stances of the case generally. 

_ In America there appears to be two well-established methods of charg- 
ing simple interest. One of these is called the “Merchants’ Rule.” 





372 THE AUSTRALIAN ACCOUNTANT SEPT, 


It consists of calculating the interest on the principal sum from its due 
date, to the date of settlement, and a similar calculation on the partial 
payments, the difference between the total interest on the respective 
sides, being the net interest due. On small sums and for short periods 
this is accurate enough for all practical purposes. 

The other method, called the “U.S. Rule,” gives precedence to the 
interest due at the time of each payment, and requires that each payment 
shall be applied first to the liquidation of the interest then due, only the 
remainder after the interest is deducted being applicable to the reduction 
of the principal. If the payment is not equal to the interest then due, it 
is applied in reducing the interest, but the excess interest is not added to 
the principal as this would be compounding it. It is carried down and 
added to the interest to be deducted from the next payment. This method 
is legal by Statute in most of the States of U.S.A? 


Example: 


Merchants’ Rule. 
1946. 
1 Jan. Advance £600. Mar. 1. By Cash £200 
eka & 200 
June 1. ,, ss 100 
Interest at 6% p.a. Required amount of indebtedness at 1/7/46. 
Interest on £600 from 1/1/46 to —- i oe a 2 
® , £200 for 4 mths. .. .. a. Se & © 
‘ » £200 ,, eer ners © - 
- , £100 | ee wae ek ee, ae 
6 10 


Net interest .. .. £11 10 
Principal .. .. .. 100 0 


TO ks ses ce os 2 
U.S. Rule. 
1946. 
Cee os we. pe ee ct ee 
1 Mar. By Cash . , 
Less interest on : £600 for 2 2 mths. 


1 May By Cash.. .. 
Less interest on : £406 for 2 mths. 


1 June By Cash .. . 
Less interest on £210/1/2 for 
1 mth. : 
19 


#Z111 2 
Interest on £111/2/2 for 1 mth. .. .. .. .. 0 11 


Total £111 13 


2. Walton and Finney, Mathematics of Accounting and Finance, 1921. 
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Where interest is chargeable on a running account, it is best to have the 
ledger ruled appropriately and to adopt the method used in the trading 
banks for keeping current accounts. 

If the ledger be ruled as shown in the example hereunder, it will be 
found that the working of interest will be facilitated. 


Merrct & Co. Lid. Current Account 





Interest 5% p.a. Half-yearly rests 





Credit Balance Days 








Jan. To Cash .. 
By Cash .. 
Feb. To Goods 
May By P/Ns. 














June To Interest 17 || 21 10 















































Each time there is an operation on the account, the days should be calcu- 
lated and the product extended, so that at the end of the accounting period 
all that is necessary to find the amount of interest, is to add the product 
or, as it is sometimes miscalled, ‘decimal’? column, and convert the total 
into £ s. d. by reference to interest tables. 


Using Henderson’s Current Account interest tables for the account 
above, it is found that at 5% £35,000 is £4 15 11 
and £400 is O 1 1 


Total interest £4 17 O 


The total of the “days column” provides a check to prove that the full 
number of days in the term have been charged for. 

The proper method of calculating the days is of great importance. In 
order to arrive at the number of days in a period for which an interest 
charge is to be.made, the accepted method, and the one employed by the 
banks, is to treat the interest as accruing from the close of business on 
the first day that the account is in debit, until the close of business on the 
last day of the accounting period, or the day on which the account is put 
into credit, whichever occurs first. That is to say, a customer’s account 
might be in credit at the opening of business on the 3rd November. 
During the day a charge is made to the account which places it in debit. 
If interest is to be charged on that debit, the daily charge will commence 
to run from the close of business on the 3rd, so that at the close of business 
on 30th November of the same year, 27 days’ interest will be chargeable. 

It will be seen then that the calculation of the number of interest days 
in a current month is done by merely subtracting the commencing date 
from the final one. 





. 
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Examples: 


From 3 Nov. to 30 Nov. inst. .. 
From 30 Nov. to 1 Dec. 
From 1 Dec.,to 31 Dec. 


or From 3 Nov. to 31 Dec. 


From Ist January to 3lst December in a non-leap year, 364 days, but if 
the account were in debit on the previous 31st December, the calculation 
would be from 31st December (say) 1945, to 31st December, 1946— 
365 days. 

When an accountant is required to make calculations in connection with 
such matters as the net interest return on bonds bought at either a dis- 
count or a premium, leasehold premiums, depreciation and sinking funds, 
those calculations involve not only compound interest, but in some cases 
also the more complex problems of annuities. 

All scientific computations of interest on an indebtedness or an invest- 
ment, extending over more than one period of time, must be based on 
compound interest, unless, of course, the transaction be of a category where 
simple interest only would be allowed. 

If simple interest be charged only, interest would be earned alone on 
the original investment, instead of on the investment for each period. 

Scientific computations of interest are based on the supposition that 
such interest is reinvested, so that the indebtedness or investment will 
increase with the lapse of time. This is equitable in theory, for if the 
interest for one period increase the investment at the close of the 
relative period, the investor should, during the next period, earn interest 
on the increased amount. To maintain the agreed interest rate during a 
series of periods, computations must be made on the basis of periodical 
compounding. 

Although many calculations involving compound interest can be worked 
very simply with the aid of compound interest tables, it will often be 
found that the rate at which the computation is to be made, is not within 
the scope of the tables available. For that reason, an accountant is not 
equipped to deal with compound interest problems, unless he understands 
the principles involved, and unless he has a knowledge of how to apply 
logarithms® to their solution. 

Now to deal with the application of interest theories to a very practical 
case. Where a business house takes long-dated promissory notes in settle- 
ment of its customers’ indebtedness, such as would be done with hire- 
purchase transactions, there are several methods by which can be calcu- 
lated the amount of interest to be included in the instalments for which 
the bills are given. 

If a customer were to purchase (say) a machine for £450, payable by 
monthly instalments spread over four years with interest at 6% per annum, 
to be charged monthly, the amount of each instalment would consist of 
£9/7/6 principal, plus the appropriate amount of interest. 

One method of working the interest would be to calculate one month 
on £450, one month on £450 less £9/7/6, one month on £450 less £18/15/-, 
and so on, adding the amount of interest so obtained to the relative bills. 

That is to say, the first bill would be for £9/7/6 plus £2/5/- = £11/12/6, 
the second £9/7/6 plus £2/4/1 = £11/11/7, the third £9/7/6 plus £2/3/1 
= £11/10/7, etc. 

The foregoing method may have some advantages, but where the tran- 


8. For a discussion on logarithms see Australian Accountant, Vol. 6, p. 104. 
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sactions are numerous and the terms extend over long periods, it is easier 
for the vendor house, and in most cases more acceptable to the customer, 
to have every P/N in the series of an equal amount. This could be done 
by first calculating the interest payable on the whole transaction, then 
dividing that interest by the number of bills, which would give the amount 
to be added to each bill. 

On the transaction used for the example, the interest would amount to 
£55/2/6, which when added to the principal and divided by 48 (the 
number of bills) would make 47 bills of £10/10/5 each and one of 
£10/12/11 (includes the fractional parts from the other bills). 

A simple formula is available for calculating the interest on such tran- 
sactions where the balance owing reduces with each payment. The formula 
is based as follows: 

5% per annum = 1/- per £ per annum or one pence per £ per month; 
therefore number of pence in interest for a loan of £450 payable in 48 
monthly instalments = 48 + 47 + 46, and so on, which can be repre- 
= * ; x 450 = 11025 pence. 


sented by 


Thus the interest on £450, reduced by monthly instalments over 48 
months @ 5% per annum is 11025 pence. 

. 11025 , . ia 

Then ;. = interest in pence @ 1% p.aa. 

11025 : ; a 

Hence : xX 6 = interest in pence @ 6% p.a.; 
11025 x 6 
5 xX 240 
This formula can be expressed as follows: 


and = interest in pounds @ 6% p.a. = £55/2/6. 


Principal . months +- l y. Tate 
240 2 5 
The basis of the formula can also be used to find the rate of interest on 
a transaction, when the rate is the unknown quantity. 





Example: 
Where I = interest charged in pence 
N = number of months 
P = principal, 
the rate of interest may be ascertained approximately by using the formula: 
10 X I (in pence) 
P(N + 1) 
Example: 


Reduce £55/2/6 to pence = 13230; 

10 X 13230 _ 132300 
450 (48+ 1) = 22050 

Another method of working the interest is to take the amount of the 
indebtedness at the commencement of the period and the amount at the 
beginning of the last month of the term, add them together, divide by two 
and calculate interest on the resultant figure at the appropriate rate for 
the term over which the bills extend. 


Example: 
Amount at commencement .. .. .. .. £450 
Amount at commencement of last month 9-375 
2)459-375 
229-6875 @ 6% for 48 
mths. amounts to £55/2/6. 








then = 6%. 
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There are undoubted advantages in arranging instalments so that all 
are of equal amount, but the method is open to objection on the ground 
that the calculation of interest as made, does not contemplate monthly 
repayments of fixed amounts. In the example, the instalments are £10/10/5 
each, whereas the calculation is based on the presumption that the repay- 
ments will reduce progressively over the term, from £11/12/6 for the 
first month down to £9/8/5 for the 48th month. 

This, obviously, would result in some discrepancy between the interest 
actually charged and that which strictly would be 6% on £450 computed 
on the basis that such interest would be convertible monthly, and that 
repayments would be at the rate of £10/10/5 per month. 

However, the difference, which would be in the customer’s favour, 
would be small, for the reason that for one half of the term, the instal- 
ments would be less than the amount required to yield the exact interest, 
whereas for the balance of the term they would be more than the amount 
required. 

If the P/Ns be supported by a written contract, such as a Hire-purchase 
agreement, its terms should be such as to leave no room for dispute in 
regard to the manner in which interest on the transaction is to be com- 
puted. 

A completely accurate figure for the instalments can be obtained by 
using an annuity method for making the calculations. By such a method 
can be computed the periodic rent, which will represent the amount of the 
individual instalments. 

In the example being dealt with, the problem is to find the periodic rent 
of £450 for 48 months @ 6% per annum with monthly rests. 

The amount of each instalment will be 

£450 X 1 
present value of £1 per a 





for 48 terms with interest of 
‘005 per £ (6% ) 
That involves finding the present value of an annuity. This is performed 


as follows: 
Present value = Compound discount divided by the interest rate or 








( 1 -005 ) 48 
‘005 
Log 1:005 = -0021661 
multiply by 48 





-1039728 the log amount of £1. 


- 


Log 1 = 0-0000000 
Log 1-00548 = -1039728 


Hence log 1 ~ log 1-00548 = 1-8960272 the log of 
‘787095 the 
present worth 
of £1. 
Then 1-0000000 
minus -787095 





at -212905 the compound discount. 
‘212905 divided by -005 = 42-581, the present value of an annuity of #1. 
Therefore the periodic rent of £450 will be 


£450 


SEPT. — 








she 
thr 
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The rules for working the more common compound interest computa- 
tions may be appropriately set out here. 

1. To find the amount to which £1 will accumulate over a given number 
of periods at a given rate per cent. of interest. The calculation is £1 plus 
the interest thereon for a single period to the power of the number of 
periods. 

i.e., £1 @ 6% p.a. for 24 months. 6% p.a. = -5% per month or -005 
per £1. 

Therefore the amount will be (1-005). 

2. To find the amount to which £1 will be reduced if depreciated at a 
given rate per cent. on the reducing balance over a number of periods, the 
calculation will be £1 minus the interest thereon for one period, to the 
power of the number of periods. 

i.e., £1 depreciated by 6% p.a. on reducing balance over 10 years. 

(94). 

3. The present worth of a single sum due at a fixed date is found by 
dividing that sum by the amount to which it would accumulate at com- 
pound interest by the time that date is reached. 

ie., The present worth of £1 @ 6% p.a. for 10 years. 

1 + (1-06). 

4. To find the present value of an annuity, divide the compound dis- 
count on the amount of the annuity payments by the interest rate. 

5. The compound discount of £1 is found by subtracting from £1 its 
present value. 

6. To find the amount of a sinking fund contribution requires the find- 
ing of the amount of an annunity which, at the appropriate rate of interest, 
will accumulate to the desired amount by the end of the given term. It is 
the compound interest divided by the rate of interest, and the result of 
that calculation divided into the amount of the fund which it is desired 
to raise. 

Assume the 48 bills given in settlement of the indebtedness of £450 
plus £55/2/6 as maturing, the first on 1/3/45 and the last on 1/2/49, and 
the company in whose favour they are made, as balancing on 30th April 
each year. 

The accounting for the interest £55/2/6, if properly performed, would 
require a debit to the customer’s account and a credit to Interest Sus- 
pense A/c. 

At 30/4/45 it would be necessary to know how much of the interest 
should be taken out of Interest Suspense and brought into Profit & Loss 
through Interest A/c proper. 

The computation might be performed thus: 

When £9-375 = principal amount included in each bill. 
Then the interest to be.calculated will be: 


£450 450 for 1 month 


450 
Less 9-375 
—— 440-625 ,, ,, 
440-625 
9-375 
—— 431-250 ,, » » 


or 1321-875 for 1 month at 6% p.a. 


eae, 1321-875 X 6 
which is 1200 = £6:°609. 





Or it might be done this way: 
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£9-375 XK 48 
9-375 X& 47> = 1321-875 as above. 
9-375 XK 46 

or again the same result could be obtained by: 


9-375 Xx (SB) X% 3 = 1321-875, 








Similarly, to find the interest which would accrue in the next period, 
the year ending 30/4/46, the calculations would be: 
Balance owing, 1/5/45 #£431-250 
Less bill due, 1/5/45 9-375 














































———. 421-875 
421-875 
- = » os 9575 
——— 412-500 
412-500 
om «A7/45 «93:75 
——_ 403-125 
403-125 
» om om «1/8/45% 9-375 
—— 393-750 
393-750 ; 
» om om «1/9/45 9-375 % 
——— 384-375 
384-375 
om wm «1f0/45— 9-375 
— _ 375-000 N 
: 375-000 
» om om (Af /45 (9-375 
——— 365625 
365625 lt 
om: «Af12/45 «9-375 “ow 
——_ 356-250 
356-250 
» om mw S146 9375 
——._ 346875 TI 
346-875 finar 
mm «12/46 «9375 
——— 337-500 y 
337-500 - 
» om hm 1f3/46 «9375 0) 
——._ 328-125 
328-125 
» mm «1f4/46 «9375 30/ 
———._ 318-750 
The equivalent of £4443-750 for 1 month @ 6% pa. 30/ 
£4443-750 « 6 
00 = £22-219 30/ 
or #£9-375 X 45 421-875 
9-375 X 44 412-500 3; 
9-375 X 43 403-125 
9-375 & 42 393 °750 
9°375 xX 41 384-375 
9-375 x 40 375-000 






x 39 365 625 
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9°375 X 38 356-250 
9-375 X 37 346875 
9-375 XK 36 337-500 
9-375 X 35 328-125 
9-375 XK 34 318-750 


4443-750 


which again can be expressed as: 
9-375. xX ets < 12 = £4443-750. 

Thus it can be seen that the formula is made up of the following: 
£450 
48 
The number of months the first bill in the period still has to run 
45 + 34 

2 


. The principal sum included in each bill 


(45) plus that of the last bill (34), halved, or 


The number of bills in the relative period: 12. 


Having arrived at the figure 4443-750 the interest on that amount for 
1 month G 6% p.a. will be calculated thus: 
£4443°750 X 6 


Rte eth ME a Ta >. 
ra = £22:218. 


Now from the foregoing can be constructed a formula as follows: 
£450 79 6X 12 
ss «dieing Ss cee 
+8 2 1200 
In practice it will be found more convenient to express that formula 


thus: 
£79 6 450 12 


x — — xX —— 


x —_— 
2 100 12 48 


Therefore, to find how the interest for the full term is spread over the 
financial years concerned, the working will be as follows: 


onths to run Result 
Year Number at opening and Formula 
ending of bills ‘lose of period & 
450 
30/4/45 3 48/46 — x x — x— 6:609 
12 48 


450 12 

30/4/46 45/34 > ae 22-219 
12° 48 
450 12 

30/4/47 33/22 x —— x — 15-469 
12° 48 
450 12 

30/4/48 12 ne x Xe 8D 
12° 48 
450 9 

30/4/49 / + wikis i 210 


12 


is £55/2/6. 
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Should it be necessary to calculate the unaccrued interest for rebate 
purposes or for any other reason, at any time within the term of the bills, 
the same formula can be used. 

If, for instance, the maker of the bills wished to retire the unmatured 


ones after 23 had been paid, the calculation would be; 
25 1 6 450 25 
( +) x x x— = £15 4 8 
2 100 12 48 
Proof: interest on balance (the bills met) would be: 
(48 + 26) 6 450 23 
x x x— = 3917 10 
2 100 12 48 


Interest on all bills £55 2 6 








For the purpose of apportioning the interest on bills over the financial 
years in which it is to be brought to account in the Profit & Loss account, 
the Bills Receivable book should be appropriately ruled. In figure “A” is 
shown a sample ruling. 


Bills Receivable Book 





| Interest Accruing During Years Ending 





From Stamps 


| . 
Wh Due | Fol. 4 and Ex- 
een, | Date | ™ meen change ||30thApr.||30th Apr.||30th Apr.||30th Apr. 


1945 1946 1947 1948 





| | EB 
Ir. J. Joka \48Bills | | 


| | 


| | 
to || 
1/2/49 | seal ol offene! .|.tealel ellen, |. |. |] 6 |12)2}) 22/4! 8 |14|5 


IHL | iH | 


1/3/45 | 







































































Fig. A—Stamps and Exchange have been ignored in this example, 


If, when a series of bills is taken from a customer, the interest is appor- 
tioned and then entered in the Bills Receivable book, there will be avail- 
able at the end of each accounting period, the data from which can be 
adjusted the Interest Suspense A/c. The balance of that account will, 
after adjustment periodically, represent the amount of unaccrued interest 
on current unmatured bills. 

It might be here remarked that in Local Government Accounting, it is 
often the practice, when a loan is obtained by the Authority, to compute 
the full amount of interest which will be payable on the transaction, and 
then credit that amount to the lender, making the corresponding debit to 
Interest Suspense A/c. At the close of each accounting period, an entry 
is made, taking out of Interest Suspense A/c so much of the interest that 
has accrued due to the relevant date. 

When an accountant has to deal with the affairs of a business that has 
investment transactions he will, more or less frequently, be called upon 
to advise as to the amount of return which certain investments will yield. 

In the case of bonds, they are in most instances purchased at prices 
either below or above par; that is to say, at a discount or at a premium. 
When a bond purchased at a discount is held until maturity and redeemed 
at par, the owner makes a profit amounting to the difference between cost 
and par—that is the discount. On the other hand, if the bond is purchased 
at a premium and redeemed at par, a loss is incurred amounting to the 
premium. 

For example: an investor contemplating the purchase of a bond or stock 
redeemable 135 years hence at £100, and bearing interest at 4% pa, 
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ascertains the market price to be £108/7/6 and that the accrued interest 
to date is £1/18/7. He may require to know what rate of interest would 
be secured by him if he purchased at that price, and also how the loss 
on the capital amount should be brought into account, bearing in mind 
that there will be a buying commission of 5/-% payable. 

As regards the calculations necessary to ascertain the interest yield on 
the investment, generally speaking it is not possible to solve such a 
problem by direct methods of calculation. 

'n some cases the solution can be effected by using compound interest 
tables inversely. However, there are methods which will give an approxi- 
mate result, close enough for most practical purposes. 

Example: 

4% Bonds of £100 each maturing 15/10/59, approximately 27 half years 
hence. 

DR CEOs 48 an che ages ws Ee ee © 
Less— 
ee eee eee ae eee 118 7 


£106 8 11 


Buying Commission .. .. .. .. .. 0 5 


£106 13 
Discount on redemption : £6°6958. 


. . £6°6958 
Amount of discount attributable to each 4-year: —~>— 


27 
6°6958 
27 
or £2 — -2480 = 1-7520. 
The rate of return is arrived at by taking the capital invested at the 
date of purchase, April, 1946 .. .. .. .. £106°6958 
Add— 


Capital invested at commencement of 
last month before maturity .. .. 100:2480 
| a rm 
Average capital invested .. .. .. .... 103-4719 


Average 4-yearly dividend = £2 minus 


Divide 4-yearly return £1°7520 
by average capital _————— ‘016932, being the 
invested .. .. .. 103-4719 return per £ 
per 4-year 
016932 & 2 & 100 = £3/7/9 approx. per centum per annum. 


An alternative method involves a sinking fund calculation. 

When the net purchase price is regarded as the capital invested through- 
out the entire period, the amount to be set aside as a sinking fund payment 
each interval to provide for the capital loss would be: 

Premium 


S 


~ = 
n| 


when S_ represents the amount of an annuity of £1 per interval, at com- 
= 


pound interest for n intervals (adopting the symbol used by H. H. Edwards 
nn his Principles of Compound Interest). 


4. Herbert H. Edwards, Principles of Compound Interest. 
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In the foregoing example the premium is £6:6958. 
6:6958 
S 


al 
The problem then is—at what rate of interest should S_be computed? 
ni 


The 4-yearly sinking fund instalment will be 


A trial calculation at one or more rates is usually required before a near 
accurate result can be obtained. 
If sufficient trials be made, until the rate for the calculation of S_ yields 
n! 


as a final result to the problem under solution, an identical rate, then 
such result would be completely accurate. 

To take the problem a step further— 

As the nominal rate of interest is 2% per 4-year, and as the bonds 
would be purchased at a premium, the effective interest yield would be 
something less than 2%. That being so, 1-75% might be taken as a trial 
rate. 

Reference to compound interest tables shows that £1 invested for 27 
periods @ 1:75% per period is £34-14042, and as the premium is £6:6958 


6:6958 
3414042 = “19012. 
Deducting the foregoing result from the half-yearly interest of £2 


*19612 


the 4-yearly sinking fund instalment will be 


leaves 1-80388 
1-80588 
106-6958 — 
gives ‘016906, and when that is multiplied by 2 and 100, the answer is 
£3/7/7°448%. 
Having had one try, a more accurate result should be obtained by using 
as a trial rate £3/7/7% p.a. or 1-6895% per 4-year. 


; , 4 (1:016895)?7 — 1 
The annuity calculation will be 016895 


which when divided by the capital invested thus: 





As interest tables cannot be used this time, resort is made to logarithms. 


Then log 1:016895 = -00727612 
multiply by 27 


*19645524 the log of 1:57201 
subtracting 1-00000 


‘57201 
‘57201 
016895 
6°6958 
33-8567 


Then = 33-8567 


‘197768, which deducted from 
£2:0000 the 4-yearly dividend 
‘197768 
leaves 1-802232 
gives ‘01689131, which is the equal of 


and 


1-802232 
1066958 

£3/7/6:78% p.a.; and so for all practical purposes £3/7/7% can be 
reckoned the correct rate. 


whence finally 
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The prospective investor, if satisfied with the yield as calculated, would 
presumably purchase the bonds. The next matter is, how to deal with the 
premium or the discount as the case may be, in the investment account. 
In the example above the bonds would be bought at a premium. 

Sometimes, however, an investor would make a purchase at a discount. 

Bonds fluctuate in price according to the price of money and economic 
conditions generally. 

Anyhow, whether the purchase be at a premium or a discount, that 
premium or discount would need to be dealt with in the investment 
account. It may be written off or taken up by several methods as follows: 


1. By an immediate credit to income of the amount of discount if the 
purchase price be below par, or an immediate debit to income if the 
purchase be made at a premium. The corresponding debit or credit would 
be to the investment account to bring it to par. 

2. By allowing the investment account to carry the security at cost 
until its maturity, when the difference between the cash received and the 
cost of the bond would be debited or credited to income. 


3. By writing off the premium or discount by fixed half-yearly adjust- 
ments against the bond interest, so that by the time the bond matures the 
investment account would carry a balance equal to the par value of the 
security. 

Of the three, the last-mentioned is the more correct method of dealing 
with the matter. However, that method could be attacked from the angle 
that it is not an entirely scientific method, for while the investment is 
gradually increasing or decreasing according to whether a discount or 
premium is being dealt with, the interest remains constant. 

In the case of a purchase at a premium, the net credit to interest (cash 
collected less portion of premium) at the end of each period, should be 
a decreasing amount but always the same per cent. of the asset value of 
the investment at the beginning of the period. The converse would be the 
case if the purchase were made at a discount. 

That is to say, if the investment account were to be adjusted according 
to a strictly scientific method, the amount by which it was to be written 
down or up at each half-yearly interval, would need to be calculated by 
reference to the effective yield on the investment as determined according 
to the methods set out in the preceding part of these notes. 

When the amounts concerned are small, the error arising from adjusting 
the investment account by fixed half-yearly amounts is immaterial, but it 
could happen that in certain circumstances, serious unfairness could result 
to some parties to the interest. 

In normal times, the premium or discount at which Australian Govern- 
ment bonds are quoted on the Exchange is relatively small. However, 
in the financial crisis of the nineteen-thirties, Government bonds, that 
carried a reasonably high nominal rate of interest, slumped to such an 
extent that the effective return including redemption, to the investor, 
teached fantastic figures. 

Hereunder is set out an example of a bond investment account. 

The net purchase price in April was £103/2/4, the nominal interest 
34% p.a. and the date of maturity 15th October, 1948. 12/6 has been 
written off the investment account each half-year (12/4 in the last). 

The effective rate of return on this investment is approximately 
£1/19/4% p.a. If the premium were to be written off by reference to the 
rate of a return of £1/19/4% the difference between the half-yearly 
amounts that would be written off, and 12/6, would only amount to a few 
pence in each instance. 
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Bond Investment Account 





Amount of Bond 


re Amount of premium Net credit to 
“) — — tro} 6 weltten off cath term Interest Collected interest account 





£ 

1946 
April 103 
October 102 

1947 
April 101 
October 101 

1948 
April 100 
October 100 


















































Interest calculations in connection with leaseholds will, in most cases, 
involve finding the present value of an annuity, equal to the annual or 
periodic rental payable under the lease. 

It should be noted that the term “annuity” in relation to compound 
interest problems, denotes not only annual payments but any periodic pay- 
ment even though the periods be terms less than one year. 

Depreciation—To find the reduced balance of an amount of £34,000 
depreciated by 5% p.a. on a reducing balance for 31 years. 

(-95)3! x 34000 
log -95 = 1-9777236 
31 


—31 
9777236 
29331708 


1-3094316 
To multiply by 34000 add 4:5314789 the log of 34000 


3°8409105 the log of 6932-83 
so that the answer is £6,932/16/8. 
To find the rate by which an asset should be depreciated so as to reduce 
it to a given amount by the end of a given time. 
When n represents the number of periods, the formula will be: 
rate = 1 — the nth root of scrap value + cost. 
Where an asset costing £5000 will have a break-up value of £200 in 


6 years: 


rate = 1 — K/ 2 
5000 


or 1 — V4 
log -04 is 8:-60206 — 10 
add 50 — 50 
6)58:60206 — 60 
divide by 6 9-76701 — 10 the log 
then rate = 1 — ‘5848, being -4152 
or 41°52%. 
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ate method of dealing with the log: 
log -04 is 2-602600 
add 4 to characteristic and mantissa makes it 6 + 4:602600 
divide by 6 = 1-767100, the log of -5848. 


Sinking Funds.—A sinking fund is to be raised of £100,000 by annual 
contributions of equal amounts extended over 5 years, the contribution 
being made at the end of each year. It is required to find the amount of 
each contribution, assuming an investment of 4% interest p.a. compounded 
annually. 

The first step is to find the amount to which £1 will accumulate in 5 
years. 

; (1 + -04)5 = 1:216652 
deduct 1 


which leaves ‘216652 the compound interest. 


If the compound interest be divided by the rate of interest, that is to say, 
216652 — -04, the result is 5-4163225, the amount of an annuity of £1. 

Since annual contributions of £1 will produce a fund of £5-4163225, 
then the contributions necessary to produce a fund of £100,000 will be 
100000 = 54163225, which is £18,462/14/2. 

The foregoing can be worked very simply with the aid of compound 
interest tables. 

Many and varied are the problems which one encounters and which call 
for interest calculations at either a simple or compound rate to effect their 
solution. 

Not infrequently one is asked, what return is yielded by 16/- War 
Savings Certificates, or as they are now called Savings Certificates, for 


which £1 is paid on maturity, 7 years from date of purchase? 
[If the interest be calculated as at a simple interest rate, the problem 
resolves itself into the following: 


Principal X Rate K Time 
100 
16/- xX RX 7 
100 
Simplified, 112R = 400. 
Therefore R = 3°571%. 

If the transaction is to be put on the same basis as a Savings Bank 
account, where the interest would be convertible yearly, the working would 
be as follows: 

16 x (1 +i)? 
then (1 + i)? 
7 X log (1 + i) 
7 X log (1 + i) 
‘0969100 
log (1 + i) ‘0969100 ~ 7 or -0138443 the log of 1:03239. 

Therefore the interest rate will be 3-239% (approx.). Without the 
aid of logs calculations such as (1 + i)? or similar calculations can be 
performed thus: 

(1 +i) X (1 +i) makes (1 + i)? 

(1 + i)? X (1 +1)? makes (1 + i)4 
(1 + i)* & (1 + i)? makes (1+ i)® 
(1 + i)® & (1 +i) makes (1 + i)? 


When = Interest 





Then = 4/-. 





20 

20 = 16 

log 20 — log 16 
1:3010300 — 1-2041200 


Wu a ea 
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The Teaching of Accountancy 


By L. GoLpBERG, M.COM., A.I.C.A. 


I. Should Accounting be Taught in Schools? 


There can be little doubt nowadays that, in a community whose social 
and economic activities become more and more complex, not only are the 
functions of accounting necessary in a multitude of applications, but an 
adequate appreciation of the nature and method of accounting processes 
is a great advantage in considering the affairs of private commercial and 
industrial enterprises (whether corporate or not), governmental agencies 
and instrumentalities, semi-governmental institutions such as public utilities, 
and non-commercial organisations, both large and small. 

This means that there are two points of view from which accounting can 
be taught and studied. In the first place, its study may be undertaken as 
a preparation for vocational activity as an accountant (public or attached 
to a particular enterprise) or bookkeeper. This is admittedly a utilitarian 
objective and probably the one with which most students today are primarily 
concerned. 

But in the second place, its study should result in an appreciation of 
accounting problems, practice, doctrines and standards, and afford a train- 
ing in mental discipline and logical thinking. The fact that its problems 
deal with monetary values and real financial situations rather than x’s and 
y’s or geometrical figures does not make it any less than mathematics an 
exercise in logical application. Indeed, the earliest exporents of double- 
entry recording were eminent mathematicians of their time and did not 
regard it as derogatory to their publications on mathematics to include 
sections on bookkeeping. 

What many of the critics of accounting do not realise is that there is a 
philosophical basis in accounting which perhaps has not yet been fully 
explored but which, with further concentrated study of its basic conventions 
and its social implications, is gradually being manifested. They do not 
realise that the study of accounting, under a modern presentation, consti- 
tutes an exercise in logic; that “accounting procedure in all its aspects is 
but the practical exposition of an essential unity in accounting principles”; 
and that the successful study of accounting provides a development of the 
capacity for clear and logical thought. They do not recognise that there 
is involved in the study and practice of accounting a search for the best 
means of interpretation and recording of events, and that in the course of 
this search a mental discipline is imposed which can with advantage be 
applied in other spheres of mental activity ; that the capacity for precise and 
critical thought and observation which accounting requires is one of the 
features the development of which should be an important objective of any 
sound educational system. They do not realise—and many students and 
presumably some examiners are with them in this respect—that an exam- 
ination in accounting is a test of logical thinking and orderly working 
carried out under trying conditions—conditions which are frequently met 
in everyday life. 

It must, however, be admitted that the method and standard of teaching 
accounting in Australia suggests that many of the teachers are not them- 
selves imbued with a full appreciation of the subject. Further, in the 
secondary schools’ curriculum the very names “Commercial Principles” 
and “Commercial Practice” have narrowing connotations which detract 
from an adequate and satisfying presentation. Considerations of this kind 
have tended to relegate accounting as a school subject to the kitchen of 
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education, a thing of recipes and measurement, but not to be admitted in 
the refined atmosphere of the drawing room. 

A step in the direction of correcting this faulty emphasis has recently 
heen taken in Victoria by the introduction of the subject “Accounting” into 
the matriculation syllabus for 1947. When the separate matriculation 
examinations for admission to University courses were instituted a few 
years ago, the subjects “Commercial Principles” and “Commercial Prac- 
tice,” which up till then had been included in the Leaving Certificate (which 
grved as the matriculation requirement) and the Leaving Certificate 
Honours examinations, were dropped from the matriculation syllabus. The 
teaching of these subjects in secondary schools consequently ceased at the 
Leaving Certificate standard. While the syllabus for Leaving Certificate 
“Commercial Practice” has not as yet been altered, that for the matricu- 
lation subject of “Accounting” is now designed to direct attention to the 
theoretical basis from which accounting procedure is derived and “to afford 
by means of practical exercises a training in mental discipline and logical 
thinking.” The corollary to this method of treatment is that, as the details 
of the subject point out, “the working of problems should therefore be 
related to accounting theory as illustration and applications of its funda- 
mental phases.” 

It may, however, be legitimately questioned whether accounting should 
be taught at all in our secondary schools. In discussing this question the 
main objectives indicated above may be examined from this point of view. 
in the schools the utilitarian objective becomes that of teaching children 
something about bookkeeping and affording them an opportunity of gaining 
a facility with figures so that they may be fitted for clerical positions. but 
it must be recognised that the pattern of bookkeeping processes thus 
received by the students is the reflection of that existing in the mind of 
the teacher, and the technical processes of bookkeeping can only be learnt 
eficiently by practice under the guidance of those who have had book- 
keeping experience as well as teaching experience. It seems doubtful 
whether any practising accountant (public or commercial) would allow a 
person who has a scholastic knowledge only of bookkeeping to work on a 
set of books or any part thereof without adequate instruction and explana- 
tion from himself or his deputy. For example, the multiplicity and 
variation of books of originating entry that exist in practice would make 
such a person feel quite lost unless he (or she) has some appreciation of 
the potential modifications of the primary forms of journal, a clear grasp 
of their necessary functions and their relation to other factors in the chain 
of transaction recording. And so far as facility with figures is concerned, 
this is purely a matter of practice, and could quite as well be attained 
through the teaching of arithmetic; facility with figures is an incidental, 
but by no means a fundamental, characteristic of an efficient accountant. 

On the other hand, the second objective of providing a broad appreciation 
of accounting problems and practice, and affording a training in mental 
discipline and logical thinking, can only be satisfactorily achieved by a 
logical approach given to persons of relatively mature minds who would be 
able to appreciate something of the complexity and interaction of factors 
which operate in economic activity. A standard of instruction is therefore 
called for which involves the casting aside of specious rules and the substi- 
tution of an adequate appreciation of the logical foundations of accounting 
theory and practice. 

It is therefore suggested that the study of accounting should not be 
attempted in our schools until students have reached a stage of some 
appreciation of logical method. At present the intermediate certificate or 
junior public stage is, in my opinion, the earliest point at which students 
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might broadly be considered to be ready to commence the serious study of 
accounting ; and it might even be considered preferable to delay its Study 
for a year beyond that stage. I am strongly of the opinion that no attem 

should be made to “teach” it to pre-intermediate certificate children who, 
it may be felt, are of too tender an age to be subjected to the rigours of 
logical thinking, and must therefore be “taught” by means of rules to be 
learnt by rote. The secondary school course could cover a three years 
period from intermediate to matriculation (or equivalent) standards in- 
clusive, at the end of which considerable advancement in the body of 
knowledge of accounting principles and procedure, and considerable practice 
in the application of the logical techniques, might reasonably be expected. 

In pursuance of the utilitarian objective, which will probably persist for 
some time, a year at sub-intermediate standard might, if desired, be usefully 
applied to a study of commercial forms and documents, such as invoices, 
periodical debtors’ statements, cheques, receipts, and similar evidential 
records which are commonly met in commercial practice ; this study should 
be of a descriptive character with only incidental (if any) reference to their 
accounting treatment. As far as possible specimens of forms, etc., in 
actual use rather than mere reproductions of text book illustrations should 
be used, and students should be encouraged to collect examples of their own, 

In the study of accounting itself the student should be presented early 
with an integrated picture of the field of accounting which should be kept 
in view at all stages. The material should be presented in a logical develop- 
ment—the approach which ignores instead of emphasises unity of procedure 
but which stresses technical details from the outset is obsolete because the 
student tends to become lost in a maze of detail which, if he persists in the 
study long enough and is sufficiently perceptive, is reduced to an orderly 
conception only after long and painful effort to overcome the difficulties 
of applying specialised rules to general conditions. The position, of course, 
should be reversed—general rules (based on a theory of universal appli- 
cation) should be studied and applied to particular conditions ; and by this 
means the presentation of the subject can become logically satisfying and 
the application of specious (and sometimes spurious) rules eliminated. 

The development of a capacity for logical thinking, orderly working and 
critical observation is, in my opinion, the most important attribute to which 
the earnest and intelligent study of accounting can contribute ; but another 
important advantage which it should provide for the student is a body 
of knowledge concerning the financial activities of a considerable pro- 
portion of the economy in which he lives and works, so that he will not be 
appalled by the sight of a financial statement, but will be able to examine it 
on its merits, with some perception of the procedures that lie behind it and 
some appreciation of its nature and limitations. 

By this means the study of accounting in our schools can be made a 
valuable factor in training for citizenship, from the points of view of both 
content of worldly knowledge and logical approach to practical problems; 
the Cinderella of education might yet attain the dignity of the beautiful 
princess. 





Australia’s Overseas Trade and Market Research 
By A. P. KRAMER 


Today Australia’s trading position is different in many respects from 
what it was before the last war. It is a formidable task for all engaged 
in trade across the seas to grasp the full significance of this fact in all its 
details and all its implications. 
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Although Australia still is, on account of its geographical position, so 
to speak on the periphery of the main centres of activity of world trade, 
the part she will have to play in it is correspondingly undergoing changes 
of great importance. The industrialisation of this continent was advanced 
by war requirements and it is an established fact that the productive 
apacity for manufactured goods has been vastly enlarged. The clock 
annot be put back and, provided Australian industries can keep their costs 
fairly in line with manufacturers in competing countries, the new situation 
should not produce insurmountable problems. ‘ 

This article is concerned only with a long-range view. At present the 
supply problem overrides all other considerations. Even if the increase in 
population is accelerated, both primary and secondary productions will have 
to rely on exports to spread overhead expenses, which are to a great extent 
inelastic, over as large a turnover as possible. Of course the former to a 
much greater extent than the latter, for Australia in world trade will 
remain, for adong time to come, first of all a country of primary products. 

The reduction of trade barriers and the adjustments intended by the 
world’s leading trading countries to enable a freer flow of trade to the 
benefit of all concerned will cause a number of changes also in Australia’s 
tational economy. This will be reflected in the Government’s trade policy, 
but without the help of private enterprise governmental action will be of 
little avail. Private enterprise will need to organise according to require- 
ments brought about by recent developments. 

Fundamentally this is a problem of organisation. We are concerned 
not with the problem of production, but with the future problem of sales 
outlet, when competition in world markets becomes keen again—and this 
is bound to be so after a transition period. Now, it is rather obvious that 
anyone who intends to organise for a particular goal should know exactly 
what the problems are before he starts to spend money and energy on 
organising. This is where Market Research enters the field. Broadly 
speaking, Market Research has as its chief objective to provide the business- 
man with all necessary details so that he may make the right decisions at 
the most opportune time. It is not difficult to see how far-reaching the 
employment of this modern branch of economics can be. This was first 
recognised in the United States of America, and that country has produced 
some revolutionising literature on the subject since the early 1920's. A lot 
of developmental work was done at the same period, and later, in Europe, 
where some countries made use of Market Research with considerable 
success. The work was done by private and semi-official institutes with 
local staffs and representatives in other places. Great Britain’s latest export 
drive is prominently backed up by a new Market Research Institute. 

In Australia, the business world is not yet Market Research-minded. 
This is to be regretted, as systematic trade activities require this help. A 
progressive trade policy must be research conscious, and countries ignoring 
this will be left behind in securing their share of markets. 

The technicalities of the subject under discussion are rather complex 
and its successful employment calls for hard study and a lot of psychological 
understanding. Here is a fruitful field for Australian universities and 
business training institutes. Literature and experience can be acquired 
from America and Europe. Studying and carrying out Market Research 
are very interesting and attractive, and there should be plenty of scope for 
those who have attainments in this field. 

Market Research is carried out for buying as well as for selling in the 
best market at the most favourable conditions, but it is chiefly important 
on the selling side, because of strong competition in normal times. Market 
Research is rather a general term comprising mainly investigating the 
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stationary and the dynamic aspect of any market. The former is called 
Market Survey and the latter Market Observation. Whereas the former 
brings to light all details and circumstances at a given time, the latter 
requires continued research so that changes may be registered and utilised, 

Looked at from the businessman’s angle, every Market Research report 
should be divided into two main parts, viz., general and special, the 
general section containing all details necessary for the understanding of 
the general layout of the market in question and the special one full details 
regarding the particular commodity. This may be demonstrated by the 
following example: India is today a great potential market for Australian 
products and it can safely be said that exporting interests in many cases 
are not familiar enough with that country to make the most of existing 
opportunities. 

The general section should state all details and circumstances which any 
exporter or importer would require to know. For instance, geography, 
shipping, air and postal connections, politics, government, languages, races, 
religions and so forth. Such a list is of necessity a very long one and 
this is not the place to cover the matter fully. Now, let us suppose some 
firm or group of firms wants to export machinery to India. Then the 
special section of the report will contain all details which the exporter needs 
relating to industries using particular type of machinery, types, local manu- 
factures, competition from other countries, prices, terms, organisation 
necessary and used by competitors, and so forth. Important subdivisions 
of this special part are: A report on the advertising situation and recom- 
mendations for the establishment of a selling (or buying) organisation, 
naming at the same time agents, importers (exporters), handling the lines 
in question. 

This is but a sketchy outline of the practical side of Market Research. 
Research institutes overseas have pushed more and more into special fields 
in conjunction with the furtherance of economic science. 

Thus research is being conducted into the purchasing power of any one 
particular community, into the standard of living, how and why preference 
is shown for competing goods, the psychology of shopping habits of the 
public, and many other subjects of special interest. It is not the scope of 
this article to give a complete outline of the theoretical and the practical 
side of Market Research, but merely to show that an up-to-date business 
will need to make use of this fascinating offspring of economics. 

Conducting overseas trade, especially in manufactured goods, brings a 
country face to face with competitors from many other lands and the 
situation requires a great and sustained effort to obtain laurels. Free 
enterprise in overseas business owes it to the community to make such an 
effort, and part of this endeavour should be the employment of Market 
Research. 
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